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ANNUAL  REPORT  OF  THE  POSTMASTER 
GENERAL 


THURSDAY,  SEPTEMBER  26,  1996 

United  States  Senate, 
Committee  on  Governmental  Affairs, 

Washington,  DC. 
The  Committee  met,  pursuant  to  notice,  at  10:00  a.m.,  in  Room 
SD-342,  Dirksen  Senate  Office  Building,  Hon.  Ted  Stevens,  Chair- 
man of  the  Committee,  presiding. 

Present:  Senators  Stevens,  Cochran,  Thompson,  and  Akaka. 

OPENING  STATEMENT  OF  CHAIRMAN  STEVENS 

Chairman  Stevens.  Good  morning.  I  do  welcome  the  Postmaster 
General  Marvin  Runyon,  and  his  staff  to  this  hearing  to  receive  the 
annual  report  of  the  Postmaster  General.  We  have  delayed  hoping 
that  other  members  might  get  out  of  the  meetings  that  are  going 
on,  but  I  believe  we  should  start  on  time,  General. 

This  annual  hearing  offers  the  Postmaster  General  the  oppor- 
tunity to  tell  the  Senate  the  state  of  the  Postal  Service.  Given  our 
congressional  responsibility  to  oversee  the  function  of  the  Postal 
Service,  this  hearing  also  provides  members  of  the  Senate  an  op- 
portunity to  question  the  Postmaster  General  about  specific  issues 
and  problems  of  concern  to  us. 

Finally,  the  Postmaster  General  may  use  this  opportunity  to  out- 
line any  problems  that  may  need  legislative  solutions  and  to  pre- 
view plans  that  the  Postmaster  General  has  in  mind  for  the  future. 
Existing  law  requires  the  Congress  to  continue  discussions  on  the 
future  of  the  Postal  Service.  The  Postal  Service  has  ended  their  last 
two  fiscal  years  with  a  profit  and  there  is  hope  that  it  will  be  able 
to  maintain  current  rates  for  at  least  two  more  years. 

We  need  to  discuss  whether  the  Postal  Service  should,  1),  insti- 
tute additional  measures  to  improve  efficiency,  2),  be  freed  from 
current  statutory  restrictions  to  become  more  competitive,  or  3),  be 
partially  or  completely  privatized.  There  appears  to  be  little  con- 
sensus on  the  direction  that  the  Postal  Service  should  take  into  the 
next  century.  I  do  believe  we  agree,  however,  that  a  healthy  postal 
system  continues  to  be  vital  to  our  Nation.  Coming  from  Alaska, 
a  predominantly  rural  State,  this  is  particularly  true  to  many  of 
my  constituents  in  the  Bush  communities. 

As  you  know,  I  have  been  involved  in  issues  concerning  the  Post- 
al Service  since  I  came  to  the  Senate  in  1968.  As  a  result,  I  am 
particularly  pleased  to  have  the  opportunity  to  visit  with  you  this 
morning,  Mr.  Postmaster  General,  during  what  may  be  my  last 
hearing  as  the  Chairman  of  this  Subcommittee  on  the  Post  Office 
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and  Civil  Service  and  this  full  Committee,  the  Governmental  Af- 
fairs Committee. 

My  deep  regret  is  that  after  spending  hours  and  days  and  weeks 
and  months  working  with  you  and  your  staff  and  many  others  to 
try  to  find  a  consensus  in  Congress  and  out  of  Congress  on  how  to 
reform  the  existing  laws  to  assure  the  ability  of  the  Postal  Service 
to  transition  to  the  next  century  I  was  compelled  to  the  conclusion 
that  I  have  stated  before — it  is  just  not  possible  given  the  vast 
areas  of  disagreement  in  the  Congress,  between  members  of  indus- 
try affected  by  the  Postal  Service,  and  within  the  Executive  branch 
to  proceed  with  legislation  during  this  Congress. 

Perhaps  the  next  6  years  will  offer  that  opportunity.  As  I  said 
before,  by  the  grace  of  God  and  the  Alaska  voters  I  believe  I  will 
be  here  during  that  6  years,  Mr.  Postmaster  General.  I  plan  to  con- 
tinue my  interest  and  involvement  in  this  endeavor  and  hope  the 
next  Congress  will  be  more  receptive  to  committing  time  to  the 
process  of  review  and  decision-making  that  will  be  required  to  as- 
sure the  fulfillment  of  our  constitutional  responsibilities  to  the 
postal  system  of  this  country. 

PREPARED  STATEMENT  OF  CHAIRMAN  STEVENS 

Good  morning.  I  welcome  Postmaster  General  Marvin  Runyon  and  his  staff  to  the 
hearing  to  receive  the  Annual  Report  of  the  Postmaster  General. 

Our  annual  hearing  offers  the  Postmaster  General  the  opportunity  to  tell  the  Sen- 
ate the  "State  of  the  Postal  Service."  Given  our  Congressional  responsibility  to  over- 
see the  functions  of  the  Postal  Service,  this  hearing  also  provides  Members  of  the 
Senate  an  opportunity  to  question  the  Postmaster  General  about  specific  issues  and 
problems  of  concern  to  us. 

Finally,  this  is  an  opportunity  the  Postmaster  General  can  use  to  outline  any 
problems  that  may  need  legislative  solutions  and  to  preview  plans  that  the  Postal 
Service  has  for  the  future. 

Existing  law  requires  Congress  to  continue  discussions  on  the  future  of  the  Postal 
Service.  The  Postal  Service  has  ended  their  last  two  fiscal  years  with  a  profit,  and 
there  is  the  hope  that  they  can  maintain  current  rates  for  at  least  two  more  years. 

We  need  to  discuss  whether  the  Postal  Service  should  (1)  institute  additional 
measures  to  improve  efficiency;  (2)  be  freed  from  current  statutory  restrictions  to 
become  more  competitive;  or  (3)  be  partially  or  completely  privatized.  There  appears 
to  be  little  consensus  on  the  direction  the  Postal  Service  should  take  into  the  next 
century. 

We  do  agree,  however,  that  a  healthy  postal  system  continues  to  be  vital  to  our 
Nation.  Coming  from  a  predominately  rural  State,  this  is  particularly  true  to  many 
of  my  constituents  in  Alaska's  bush  communities. 

As  you  know,  I  have  been  involved  in  issues  concerning  the  Postal  Service  since 
I  joined  the  Senate  in  1968.  As  a  result,  I  am  particularly  pleased  to  have  the  oppor- 
tunity to  visit  with  you  this  morning,  during  what  may  be  my  last  hearing  as  Chair- 
man of  the  Subcommittee  on  Post  Office  and  Civil  Service. 

My  deep  regret  is  that  after  spending  hours  and  days  and  weeks  and  months  try- 
ing to  find  a  consensus  in  Congress  on  how  to  reform  the  existing  laws  to  assure 
the  ability  of  the  current  Postal  Service  to  transition  into  the  next  century,  I  was 
compelled  to  the  conclusion  I  just  stated:  It  is  just  not  possible  given  the  vast  areas 
of  disagreements  in  the  Congress,  between  members  of  industry  affected  by  the 
Postal  Service,  and  within  the  Executive  Branch,  to  proceed  with  legislation  now. 

Perhaps  the  next  6  years  will  offer  that  opportunity.  I  plan  to  continue  my  inter- 
est and  involvement  in  this  endeavor  and  hope  the  next  Congress  will  be  more  re- 
ceptive to  committing  time  to  the  process  of  review  and  decision  making  required 
to  assure  fulfillment  of  our  Constitutional  responsibilities. 

Chairman  Stevens.  I  see  we  are  joined  by  Mr.  Thompson  who 
we  hope  will  be  the  next  Chairman  of  this  Committee.  Mr.  Thomp- 
son? 

Senator  THOMPSON.  I  have  no  statement,  Mr.  Chairman,  other 
than  to  welcome  my  good  friend  Mr.  Runyon  and  listen  to  any  illu- 


minating  comments  the  Chairman  may  have  to  make,  or  did  I  miss 
them? 

Chairman  Stevens.  The  hght  went  on.  Unfortunately,  I  am  not 
sure  it  was  seen  through  the  tunnel.  But  we  do  welcome  you. 

General,  if  you  would  like  to  proceed  with  your  statement  we 
would  be  pleased  to  receive  it.  It  is  a  statement  I  am  sure  we  all 
realize  that  is  required  by  law.  So  we  welcome  you. 

TESTIMONY  OF  MARVIN  RUNYON,  POSTMASTER  GENERAL 
AND  CHIEF  EXECUTIVE  OFFICER,  UNITED  STATES  POSTAL 
SERVICE,  ACCOMPANIED  BY  MICHAEL  COUGHLIN,  DEPUTY 
POSTMASTER  GENERAL 

Mr.  RuNYON.  Thank  you,  Mr.  Chairman,  and  good  morning,  ev- 
eryone. With  me  is  Mike  Coughlin,  deputy  postmaster  general.  We 
are  pleased  to  be  here  to  discuss  the  continuing  progress  of  the 
Postal  Service.  I  would  like  to  submit  my  full  statement  for  the 
record  and  summarize  it  for  you  now. 

Postal  employees  have  done  a  yeoman's  job  delivering  quality 
communications  service  and  commercial  success  in  a  very  difficult 
and  competitive  marketplace.  This  morning,  I  am  pleased  to  an- 
nounce for  the  third  time  in  the  past  year  postal  employees  have 
set  a  national  record  in  first  class  mail  delivery  service.  Price 
Waterhouse  reports  that  91  percent  of  local  first  class  mail  is  not 
being  delivered  overnight  nationwide.  That  is  four  points  higher 
than  last  year's  all-time  best,  and  it  is  the  seventh  straight  quarter 
that  service  has  improved  compared  to  the  same  period  in  the  pre- 
vious year. 

In  all,  80  of  the  96  cities  measured  by  Price  Waterhouse  hit  90 
or  better.  We  promised  ourselves  and  the  American  people  a  na- 
tional service  record,  and  postal  employees  all  across  the  country 
have  delivered. 

Our  employees  have  been  equally  attentive  to  the  bottom  line. 
When  all  is  said  and  done,  we  expect  a  net  income  of  about  $1.5 
billion  for  the  year;  the  second  most  profitable  year  in  our  history. 
This  performance  has  been  hallmarked  by  our  ability  to  control  ex- 
penses. Since  1992  we  have  held  growth  in  expenses  below  5  per- 
cent; the  first  time  we  have  done  that  since  the  early  1970s. 

Automation  is  working.  Since  1990,  we  estimate  our  savings  and 
cost  avoidance  to  be  approximately  $6.5  billion.  We  continue  to 
benefit  from  our  1992  restructuring  and  the  refinancing  of  our  long 
term  debt.  Inflation  has  been  favorable,  and  our  employees  at  all 
levels  have  worked  hard  to  control  expenses. 

I  want  to  thank  all  of  our  employees  for  their  hard  work  and 
dedication.  Our  customers  appreciate  it,  too.  In  the  August  Roper 
Reports  on  service  industries,  72  percent  of  Americans  rated  the 
value  of  their  mail  service  as  good  to  excellent.  Local  phone  service 
finished  a  distant  second,  10  points  behind. 

Now  all  the  news  is  rosy,  however.  Current  figures  show  revenue 
$800  million  short  of  budget  for  the  year.  The  problem  is  low  mail 
volume  growth.  At  the  beginning  of  the  year  we  projected  modest 
growth  of  2  percent.  The  reality  has  been  one-third  of  that. 

Several  factors  have  contributing,  including  last  year's  severe 
winter,  and  rising  paper  prices  which  adversely  impacted  the  cata- 
log industry.  However,  it  also  underscores  the  intensity  of  competi- 


tion  we  face  in  the  modern  communications  arena.  These  pressures 
will  only  increase.  In  fact,  the  Federal  Government  is  helping  to 
lead  the  way.  The  Internal  Revenue  Service  will  require  over  1  mil- 
lion companies  to  switch  to  electronic  payment  of  business  taxes 
beginning  January  1st,  1997,  and  the  omnibus  budget  bill  signed 
last  April  mandates  that  nearly  all  Federal  payments  be  made  elec- 
tronically by  1999.  This  will  cost  the  Postal  Service  more  than  $100 
million  in  lost  business. 

Perhaps  more  importantly,  it  will  add  impetus  to  the  growing 
movement  to  take  bills,  payments,  and  statements  out  of  the  mail 
and  put  them  into  the  new  electronic  media.  Even  in  households 
with  computers  there  has  been  reluctance  to  change  the  bill-paying 
habits  of  a  lifetime.  But  this  is  diminishing.  Citibank  which  is 
spearheading  the  shift  to  electronic  banking  reports  125,000  new 
electronic  subscribers  in  1995.  As  customers  get  used  to  these 
changes  we  will  see  exponential  growth  in  this  critical  area  of  di- 
rect competition. 

Last  week  I  read  in  the  paper  where  a  newspaper  publisher  said 
the  job  of  the  Postal  Service  is  to  deliver  mail  that  exists  and  not 
to  generate  more.  I  disagree  with  that.  New  business  brings  in  new 
revenue,  and  that  helps  keep  prices  low  and  competitive,  and  pro- 
vides money  to  invest  in  better  service  quality  and  performance. 

This  morning  I  want  to  update  you  on  our  progress  in  five  key 
areas,  steps  that  we  are  taking  to  invest  in  our  infrastructure,  sup- 
port our  people,  improve  the  way  we  do  business,  bring  new  prod- 
ucts to  market,  and  introduce  legislative  change. 

First,  we  are  strengthening  our  infrastructure.  Our  Board  of 
Governors  has  approved  $3.3  billion  this  year  for  additional  facili- 
ties, technology,  and  equipment.  We  are  bringing  hundreds  of  new 
barcode  sorters  on-line  in  time  for  the  holiday  mail  season.  At  the 
same  time,  we  are  phasing  our  mechanized  and  manual  sort  oper- 
ations which  are  more  costly  and  less  accurate.  We  are  also  begin- 
ning the  age  of  postal  robotics.  We  will  put  100  robotic  mail  tray 
systems  into  our  plants  next  year. 

Second,  we  are  investing  in  our  people.  It  is  a  corporate  goal  that 
every  employee — craft,  supervisor,  and  manager — will  receive  spe- 
cial training  next  year.  We  want  to  ensure  that  everyone  in  the  or- 
ganization knows  how  we  are  changing,  why  we  are  changing,  and 
what  they  can  do  to  help  us  succeed.  We  are  investing  in  new  lead- 
ership, too,  with  our  associate  supervisor  program.  Employees  who 
pass  the  entrance  exams  and  interview  process  receive  16  weeks  of 
training  in  the  latest  professional  management  techniques. 

Third,  we  are  improving  the  way  we  do  business.  This  year  we 
introduced  process  management  into  each  of  our  10  areas.  Process 
management  provides  employees  with  the  tools  for  superior  per- 
formance, like  statistical  quality  control,  continuous  improvement, 
benchmarking,  and  cross-functional  teamwork  focused  on  doing  the 
right  things  right  the  first  time,  every  time.  We  are  now  putting 
process  management  into  each  of  our  85  districts. 

This  year,  we  also  took  a  major  step  to  strengthen  the  mail  itself 
with  the  implementation  of  the  first  phase  of  classification  reform 
on  July  1st.  The  result  is  that  prices  have  gone  down  for  customers 
who  prepare  the  mail  for  automation,  and  the  Postal  Service  is  re- 


ceiving  mail  that  is  more  efficient  and  less  costly  to  process  and  all 
customers  benefit. 

A  fourth  area  of  progress  is  products.  We  see  great  potential  in 
the  international  arena  and  we  have  put  together  products  and  al- 
liances to  capitalize  on  it.  Currently,  only  7  percent  of  U.S.  market- 
ers sell  abroad.  We  will  help  them  grow  their  business  and  deliver 
more  American  goods  overseas.  We  see  domestic  growth  opportuni- 
ties as  well  and  we  are  going  after  them.  Priority  Mail,  for  exam- 
ple, is  a  strong  contender  in  the  two-and  three-day  package  mar- 
ket. It  is  now  growing  at  a  10  percent  clip,  boosted  by  a  recent  ad- 
vertising campaign  stressing  its  economical  price. 

I  spoke  earlier  about  the  risks  presented  by  the  electronic  revolu- 
tion. There  are  also  opportunities.  One  of  them  is  electronic 
postmarking.  This  produce  would  allow  the  Postal  Service  to  guar- 
antee the  authenticity  and  security  of  electronic  communications, 
just  as  we  now  safeguard  paper  mail.  We  are  conducting  market 
trials  of  the  electronic  postmarks  with  customers  now. 

We  are  also  seeking  a  partner  to  test  another  electronic  com- 
merce service  called  CIPS,  or  customer-initiated  payment  system. 
This  idea  responds  directly  to  the  electronic  diversion  of  first  class 
mail.  Customers  simply  drop  a  prepaid  card  in  the  mail  to  initiate 
an  electronic  payment.  The  paying  customer  maintains  control  of 
the  payment,  and  they  do  not  pay  for  postage  or  checks.  The  com- 
pany using  CIPS  benefits  too,  with  quicker  payments  and  lower 
overall  costs. 

That  brings  me  to  my  fifth  point.  We  are  working  with  the  Con- 
gress to  update  the  laws  that  created  the  Postal  Service  25  years 
ago.  Despite  recent  successes,  our  position  in  the  market  is  still 
precarious.  We  need  legislative  reforms  to  free  up  our  people,  our 
prices,  and  our  products,  to  compete  in  the  21st  century.  We  need 
to  instill  market  discipline  in  our  wage  and  work  practices.  We 
need  the  flexibility  of  market-based  pricing,  the  freedom  to  cus- 
tomize service  agreements,  control  over  our  finances,  and  leeway  to 
test  products  in  the  market. 

Mr.  Chairman,  your  leadership  last  year,  particularly  your  sup- 
port for  Future  Post  1995  helped  frame  the  debate  for  change. 
Today  in  the  House,  legislation  is  at  hand.  We  are  working  with 
our  House  Post  Office  Committee  Chairman,  Congressman  John 
McHugh,  to  take  the  first  step  and  find  the  right  balance  for  Amer- 
ica: one  that  preserves  universal  service  for  everyone,  everywhere, 
every  day;  one  that  ensures  accountability  and  reduces  red  tape; 
one  that  equips  the  Postal  Service  to  compete  in  the  21st  century. 

I  want  to  thank  this  Committee  for  your  support  through  the 
years.  I  especially  want  to  thank  you,  Mr.  Chairman,  and  Senator 
Pryor,  for  the  leadership  that  you  have  shown  in  your  stewardship 
of  this  Committee.  I  know  that  you  both  believe  in  the  importance 
of  the  Postal  Service  and  the  mail.  And  though  you  are  moving  on 
to  new  challenges,  I  know  that  I  can  call  on  you  in  the  future  for 
advice  and  counsel.  You  may  be  sure  that  we  in  the  Postal  Service 
will  not  waver  from  our  commitment  to  provide  the  world's  finest 
postal  services  to  the  Nation  and  to  all  of  its  people  wherever  they 
may  live. 

Mr.  Chairman,  that  concludes  my  remarks. 

[The  prepared  statement  of  Mr.  Runyon  follows:] 


PREPARED  STATEMENT  OF  MARVIN  RUNYON 

Thank  you,  Mr.  Chairman,  and  good  morning  everyone. 

With  me  is  Mike  Coughhn,  Deputy  Postmaster  General.  We're  pleased  to  be  here 
to  talk  with  you  about  the  progress  of  the  Postal  Service  during  the  past  year.  Post- 
al employees  have  done  a  yeoman's  job  delivering  quality  communications  service, 
and  commercial  success,  in  a  very  difficult  and  competitive  marketplace. 

This  morning,  I'm  pleased  to  announce,  that  for  the  third  time  in  the  past  year, 
postal  employees  have  set  a  national  record  in  First-Class  Mail  delivery  service. 
Price  Waterhouse  reports  that  91  percent  of  local  First-Class  Mail  is  now  being  de- 
livered overnight  nationwide.  That's  four  points  higher  than  last  year's  all-time  best. 
And  it's  the  seventh  straight  quarter  that  service  has  improved  compared  to  the 
same  period  in  the  previous  year. 

When  we  began  the  year,  our  goal  was  to  reach  a  national  average  of  90.  We  not 
only  beat  it,  but  80  of  the  96  cities  measured  by  Price  Waterhouse  hit  90  or  better. 
We  promised  ourselves  and  the  American  people  a  national  service  record,  and  post- 
al employees  all  across  the  country  delivered. 

Our  employees  have  been  equally  attentive  to  the  bottom  line.  When  all  is  said 
and  done,  we  expect  a  net  income  of  about  $1.5  billion  for  the  year,  the  second  most 
profitable  year  in  our  history.  Based  on  that,  we'll  have  cut  our  negative  equity  by 
more  than  half,  from  $6  billion  to  $2.7  billion  in  just  the  past  2  years. 

It's  significant  to  note  that  our  financial  success  has  been  hallmarked  by  our  abil- 
ity to  control  expenses.  For  the  first  time  since  the  '70s,  we've  held  growth  in  ex- 
penses below  five  percent,  stretching  back  to  1992.  Several  things  have  contributed 
to  that  performance. 

Automation  is  working.  Since  1990,  we  estimate  our  labor  savings  and  cost  avoid- 
ance to  be  approximately  $6.5  billion.  We  continue  to  benefit  from  our  1992  restruc- 
turing and  the  refinancing  of  our  long-term  debt.  Inflation  has  been  favorable.  And 
our  employees  at  all  levels  have  worked  hard  to  control  expenses.  Year-to-date,  ex- 
penses are  $1.5  billion  below  budget. 

I  want  to  thank  all  of  our  employees  for  their  hard  work  and  dedication.  Their 
sense  of  urgency  and  commitment  to  the  mail  is  delivering  results.  Our  customers 
appreciate  it,  too. 

In  the  August  Roper  Reports  on  service  industries,  72  percent  of  Americans  rated 
the  value  of  their  mail  service  as  good  to  excellent.  Local  phone  service  finished  a 
distant  second,  10  points  behind.  The  Postal  Service  also  came  out  on  top  among 
the  14  Federal  Agencies  rated  in  the  survey. 

Not  all  of  the  news  is  rosy,  however.  Revenue  and  mail  volume  have  been  less 
than  expected.  Current  figures  show  revenue  $800  million  short  of  budget  for  the 
year.  The  problem  is  low  mail  volume  growth.  At  the  beginning  of  the  year,  we  pro- 
jected modest  growth  of  2  percent.  The  reality  has  been  one-third  of  that.  Prelimi- 
nary data  show  total  growth  at  just  six-tenths  of  one  percent. 

Several  factors  have  contributed  to  the  flat  volume  growth,  including  last  year's 
severe  winter,  and  rising  paper  prices  which  adversely  impacted  the  catalog  indus- 
try. However,  it  also  underscores  the  intensity  of  competition  we  face  in  the  modern 
communications  arena.  These  pressures  will  only  increase.  In  fact,  the  Federal  Gov- 
ernment is  helping  to  lead  the  way.  The  Internal  Revenue  Service  will  require  over 
one  million  companies  to  switch  to  electronic  payment  of  business  taxes  beginning 
January  1,  1997.  And  the  omnibus  budget  bill  signed  last  April  mandates  that  near- 
ly all  federal  payments  be  made  electronically  by  1999. 

Perhaps  more  importantly,  since  the  law  affects  household  customers,  it  will  add 
impetus  to  the  cultural  change  being  driven  by  technology  and  the  private  sector. 
The  move  is  to  take  bills,  payments,  and  statements  out  of  the  mail,  and  put  them 
into  the  new  electronic  media.  Among  these  is  electronic  banking. 

Even  in  households  with  computers,  there's  been  reluctance  to  change  the  bill- 
paying  habits  of  a  lifetime.  But  this  is  diminishing.  Citibank,  which  is  spearheading 
the  shift  to  electronic  banking,  reports  125,000  new  electronic  subscribers  in  1995. 
As  customers  grow  accustomed  to  the  new  ways,  we'll  see  exponential  growth  in  this 
critical  area  of  direct  competition. 

Last  week,  I  read  in  the  paper  where  a  newspaper  publisher  said  the  job  of  the 
Postal  Service  is  to  deliver  mail  that  exists  and  not  to  generate  more.  I  disagree. 
Growth  is  the  key  to  continued  improvement  in  service  quality  and  price  control. 
New  business  brings  in  new  revenue.  That  helps  to  keep  prices  low  and  competitive, 
and  provides  money  to  invest  in  better  service  quality  and  performance. 

Growing  mail  volumes  are  the  foundation  that  supports  the  Nation's  ever-expand- 
ing universal  delivery  network.  Our  job  is  to  make  the  mail  the  best  value  in  the 
communications  industry  and  to  let  people  know  it. 


We're  working  hard  to  continue  the  improvements  in  our  service  and  financial 
performance.  This  morning  I  want  to  update  you  on  our  progress  in  five  key  areas, 
steps  we're  taking  to,  invest  in  our  infrastructure,  support  our  people,  improve  the 
way  we  do  business,  bring  new  products  to  market,  and  introduce  legislative  change. 

First,  we're  strengthening  our  infrastructure.  Our  Board  of  Governors  has  ap- 
proved $3.3  billion  this  year  for  additional  facilities,  technology,  and  equipment. 
We're  bringing  hundreds  of  new  barcode  sorters  on-line  in  time  for  the  holiday  mail 
season.  At  the  same  time,  we're  phasing  out  mechanized  and  manual  sort  oper- 
ations, which  are  more  costly  and  less  accurate.  We're  also  beginning  the  age  of 
postal  robotics.  We'll  put  100  robotic  mail  tray  systems  into  our  plants  next  year. 
At  Ford,  I  put  in  the  first  robots.  They  improve  employee  working  conditions,  cut 
costs,  and  increase  reliability.  Ours  will  also  gather  information  that'll  increase  our 
overall  control  of  the  mail. 

Second,  we're  investing  in  our  people.  It's  a  corporate  goal  that  every  employee — 
craft,  supervisor,  and  manager — will  receive  special  training  next  year.  We  want  to 
ensure  that  everyone  in  the  organization  knows  how  we're  changing,  why  we're 
changing,  and  what  they  can  do  to  help  us  succeed.  We're  investing  in  new  leader- 
ship, too,  with  our  Associate  Supervisor  Program.  Employees  who  pass  the  entrance 
exams  and  interview  process,  receive  16-weeks  of  training  in  the  latest  professional 
management  techniques. 

Third,  we're  improving  the  way  we  do  business.  This  year,  as  part  of  our 
CustomerPerfect!  s,,,  effort  to  achieve  business  excellence,  we  introduced  process 
management  into  each  of  our  10  areas.  Process  management  provides  employees 
with  the  tools  for  superior  performance,  like  statistical  process  control,  continuous 
improvement,  bench  marking,  and  cross-functional  teamwork  focused  on  doing  the 
right  things  right,  the  first  time,  every  time.  We're  now  putting  process  manage- 
ment into  each  of  our  85  Districts.  Within  2  years,  it'll  be  paying  dividends,  improv- 
ing mail  processing  quality,  and  lowering  costs  in  every  plant  in  the  country. 

This  year,  we  also  took  a  major  step  to  strengthen  the  mail  itself,  with  the  imple- 
mentation of  the  first  phase  of  Classification  Reform  on  July  1.  It  was  a  massive 
undertaking.  We  used  direct  mail,  satellite  broadcasts,  and  some  12,000  training 
classes  to  prepare  for  it. 

These  reforms  bring  the  mail  into  step  with  the  advances  that  have  taken  place 
in  processing  technology.  The  result  is  that  prices  have  gone  down  for  customers 
who  prepare  the  mail  for  automation.  And  the  Postal  Service  is  receiving  mail  that's 
more  efficient  and  less  costh'  to  process,  and  all  customers  benefit. 

We're  also  improving  the  way  we  do  business  by  making  our  retail  services  more 
convenient  for  household  customers.  We've  opened  more  than  350  innovative  postal 
stores  around  the  nation,  where  products  are  on  display  rather  than  under  counters. 
We're  adding  five  new  stores  a  week.  They're  proving  to  be  a  win-win  service  for 
us  and  for  customers.  Lines  are  shorter;  sales  are  up. 

Overall,  there's  significant  revenue  potential  in  our  retail  stores.  Seven  million 
people  a  week  visit  our  top  7,000  post  offices,  and  spend  more  than  $12  billion  each 
year.  Increasing  sales  in  these  outlets  by  10  to  20  cents  on  the  current  dollar  on 
high-margin  products,  will  deliver  new  revenue  of  $1.5  billion  or  more  a  year. 

The  fourth  area  of  progress  I  want  to  talk  about  this  morning  is  bringing  new 
products  to  market.  We  see  great  potential  for  the  Postal  Service  and  the  nation's 
businesses  in  the  international  arena.  Currently,  only  7  percent  of  U.S.  direct  mar- 
keters sell  abroad.  We  intend  to  help  them  break  that  barrier  by  overcoming  the 
cultural  and  administrative  obstacles  that  lie  in  the  way.  We  want  to  be  their  part- 
ners for  success. 

In  August,  we  signed  agreements  with  Brazil,  Chile,  China,  and  Germany. 
They're  joining  Canada,  Japan,  Mexico,  and  the  United  Kingdom  in  our  Global 
Package  Link  network.  With  this  new  service,  American  companies  now  have  easy 
access  for  their  products  into  eight  of  the  world's  largest  trade  markets.  It  ensures 
door-to-door  service  between  partner  countries. 

And  our  specially-designed,  proprietary  customs  program,  cuts  through  red  tape 
and  speeds  up  clearance.  One  customer's  mail  orders  to  Japan  are  now  being  placed, 
filled,  and  delivered  in  days  instead  of  weeks.  We  want  to  grow  this  business.  We 
want  to  see  more  American  goods  sold  overseas.  We  hope  to  expand  it  1  day  to  the 
top  25  markets  in  the  world. 

We  see  growth  opportunities  in  the  domestic  mail-order  market  as  well,  and  we're 
going  after  them.  Priority  Mail  is  a  strong  contender  in  the  2-  and  3-day  package 
market.  It's  now  growing  at  a  ten  percent  clip,  boosted  by  a  recent  advertising  cam- 
paign stressing  its  economical  price. 

We're  also  helping  customers  grow  their  business  in  their  own  backyard.  One  way 
is  with  a  new,  highly-competitive,  package  service  we  call  FASTNET.  FASTNET 
provides  overnight  delivery  within  the  local  business  area.  We're  seeing  FASTNET 


volumes  of  100,000  pieces  a  month  in  our  pilot  test,  of  which  65  percent  is  new  busi- 
ness, and  98  percent  is  delivered  the  next  day. 

I  spoke  earlier  about  the  risks  presented  by  the  electronic  revolution.  There  are 
also  opportunities.  One  of  them  is  electronic  postmarking.  This  product  would  allow 
the  Postal  Service  to  guarantee  the  authenticity  and  security  of  electronic  trans- 
actions, just  as  we  now  safeguard  letter  mail.  We're  now  in  a  market  trial  with  sev- 
eral customers. 

We're  also  seeking  a  partner  to  test  another  electronic  commerce  service  called 
CIPS,  or  Customer-Initiated-Payment  System.  This  idea  responds  directly  to  the 
electronic  diversion  of  First-Class  Mail.  It  blends  the  best  features  of  traditional 
hard-copy  mail  and  electronic  technology.  Customers  simply  drop  a  pre-paid  card  in 
the  mail  to  initiate  an  electronic  payment.  There  are  benefits  to  the  paying  cus- 
tomer. They  maintain  control  of  the  payment,  and  they  don't  pay  for  postage  or 
checks.  And  the  company  using  CIPS  benefits  too,  with  quicker  payments  and  lower 
processing  costs. 

Innovations  like  these  will  help  us  meet  the  challenge  of  tomorrow,  but  more  is 
needed.  That  brings  me  to  my  fifth  point.  We're  working  with  the  Congress  to  up- 
date the  laws  that  created  the  Postal  Service  25  years  ago. 

Despite  the  successes  of  the  past  few  years,  our  position  in  the  market  is  still  pre- 
carious. We're  in  a  race  with  change,  and  we're  working  with  all  our  might  just  to 
keep  up.  We  need  legislative  reforms  to  free  up  our  people,  our  prices,  and  our  prod- 
ucts, to  compete  in  the  21st  century.  We  need  to  instill  market  discipline  in  our 
wage  and  work  practices.  We  need  the  flexibility  of  market-based  pricing,  the  free- 
dom to  customize  service  agreements,  control  over  our  finances,  and  leeway  to  test 
products  in  the  market. 

Mr.  Chairman,  your  leadership  last  year,  particularly  your  support  for  Future 
Post  '95,  helped  frame  the  debate  for  legislative  change  to  modernize  our  nation's 
Postal  Service.  Today,  in  the  House,  legislation  is  at  hand.  The  debate  is  not  wheth- 
er to  change,  but  what  to  change. 

We're  working  with  our  House  Post  Office  Committee  Chairman,  Congressman 
John  McHugh,  to  take  the  first  step  and  find  the  right  balance  for  America — one 
that  preserves  universal  service,  for  everyone,  everywhere,  every  day,  one  that  en- 
sures accountability  and  reduces  red  tape,  one  that  equips  the  Postal  Service  to 
compete  in  the  21st  century.  I  want  to  thank  the  Committee  for  your  support 
through  the  years.  I  especially  want  to  thank  you,  Mr.  Chairman,  and  Senator 
Pryor,  for  the  leadership  you  have  shown  in  your  stewardship  on  this  Committee. 
I  know  that  you  believe  in  the  importance  of  the  Postal  Service  and  the  mail  to  this 
nation.  And  though  you're  moving  on  to  new  challenges,  I  know  that  I  can  call  on 
you  both  in  the  months  and  years  ahead  for  advice  and  counsel.  And  you  may  be 
sure,  that  we  in  the  Postal  Service  will  not  waver  from  our  commitment  to  provide 
the  world's  finest  postal  services  to  the  nation  and  to  all  of  its  people,  wherever  they 
may  live. 

Chairman  Stevens.  Thank  you  very  much.  It  is  a  good  report, 
a  favorable  report  for  the  Nation,  Mr.  Postmaster  General.  You  are 
to  be  congratulated,  you  and  all  your  people. 

Let  me  yield  to  Senator  Thompson.  Do  you  have  any  questions? 

Senator  THOMPSON.  Mr.  Chairman,  I  do  not.  As  I  said,  I  wanted 
to  welcome  my  good  friend  Mr.  Runyon.  Mr.  Runyon's  exploits  in 
Tennessee  in  various  endeavors  are  somewhat  legendary,  and  he  is 
apparently  bringing  those  same  talents  to  his  current  position.  I 
look  forward  with  hope  to  having  the  opportunity  next  year  to  work 
with  him  on  his  legislative  reform  agenda.  Again,  I  appreciate  your 
leadership  in  this  area. 

Chairman  STEVENS.  Thank  you  very  much. 

Senator  Akaka,  do  you  have  a  statement  or  questions? 

Senator  Akaka.  Mr.  Chairman,  I  do  not  have  a  statement,  but 
I  would  like  to  thank  the  Postmaster  for  his  excellent  report.  I  just 
want  to  add,  I  know  there  are  thousands  of  requests  for  different 
kinds  of  stamps.  I  just  want  to  put  in  a  plug,  because  it  is  a  per- 
sonal interest  of  mine,  that  one  day  we  could  have  a  stamp  honor- 
ing Duke  Kahanamoku,  who  was  well  known  in  our  country.  He 
was  a  great  surfer  and  swimmer,  and  really  made  a  name  for  Ha- 


waii.  He  is  now  deceased,  and  I  hope  some  day  we  will  be  able  to 
have  a  stamp  in  his  honor. 

Thank  you.  And,  I  know  Mr.  Chairman  you  are  also  interested 
in  surfing.  So  one  day  I  hope  this  will  come  to  ft-uition.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Chairman  Stevens.  The  senator  from  Hawaii  I  think  is  leading 
me  to  make  comments  I  should  not  make.  But  as  you  know,  in  my 
office  there  is  a  surfboard. 

Mr.  RuNYON.  Yes,  sir,  I  have  seen  it. 

Chairman  Stevens.  It  is  about  12  feet  long  and  weighs  a  little 
over  100  pounds. 

Mr.  RUNYON.  It  is  pretty  heavy  and  unwieldy  as  a  matter  of  fact. 

Chairman  Stevens.  It  dates  back  to  the  days  when  surfing  was 
more  of  a  challenge  than  it  is  today.  But  he  is  right,  the  Duke  was 
a  great  man.  I  happened  to  meet  him  and  was  inspired  by  him.  It 
would  be  nice  sometime  if  those  of  us  who  had  a  misspent  youth, 
spent  more  time  on  a  surfboard  than  we  did  in  school  perhaps, 
might  be  brought  back  to  our  senses  a  little  bit.  But  it  would  be 
nice  to  have  a  stamp  honoring  surfers  someday. 

Let  me  say,  Mr.  Postmaster  General,  that  I  hope  we  can  get 
some  more  Members  to  go  to  my  State  next  year.  This  constant 
pressure  against  traveling  leads  us  to  the  point  where  I  think  there 
are  fewer  Senators  and  Congressmen  that  have  been  to  Alaska 
than  at  any  time  since  we  became  a  State.  It  is  unfortunate  be- 
cause I  do  not  think  they  understand  really  extreme  rural  areas. 

We  do  not  have  roads.  The  overwhelming  majority,  about  75  per- 
cent of  our  villages  and  cities  can  only  be  reached  by  air,  as  you 
know.  These  people  rely  on  the  Postal  Service  more  than  any 
Americans.  I  know  it  is  not  inexpensive  but  as  you  face  your  budg- 
etary pressures  do  you  believe  that  in  the  next  century  we  will  be 
able  to  maintain  a  postal  system  that  meets  the  needs  of  these  ex- 
treme rural  areas  that  rely  on  the  Postal  Service  not  just  for  com- 
munication but  really  for  total  supplies  for  living? 

Mr.  Runyon.  Mr.  Chairman,  I  think  our  mandate  is  to  provide 
a  universal  service  at  a  uniform  price.  That  is  our  objective  and  we 
intend  to  do  that  as  long  as  we  are  in  business. 

Chairman  STEVENS.  As  I  have  reviewed  some  of  these  reports,  for 
instance  the  GAO  report,  I  noted  that'  and  my  staff  has  reminded 
me  that  one  of  the  recent  comments  in  the  GAO  report  is  that  the 
bulk  mailing  receipts  for  the  Postal  Service  were  not  quite  correct. 
You  have  put  in  new  systems  to  give  reasonable  assurances  that 
bulk  mail  operations  will  not  bring  postal  revenue  losses.  The  GAO 
report  indicates  to  us  that  the  Postal  Service  could  do  more  to  pro- 
tect itself  from  those  losses  which  I  think  in  the  long  run  threaten 
delivery  to  rural  areas  if  we  cannot  maintain  the  protection  against 
losses. 

Have  you  responded  to  the  GAO  report?  Are  you  familiar  with 
those  comments  about  the  bulk  mail  costs  in  the  recent  GAO  re- 
port? 

Mr.  Runyon.  Yes,  sir,  I  am  familiar  with  those  comments.  We 
have  several  programs  underway  on  that.  We  have  got  regular  re- 
ports we  make  to  our  governors  audit  committee.  We  have  several 
ongoing  inspection  service  task  forces  such  as  on  meter  fraud,  do- 
mestic revenue   protection,   international   revenue   protection.   We 
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have  joint  financial  inspection  service  meetings  on  this  subject  to 
make  sure  that  we  are  putting  the  right  controls  in  place.  We  have 
a  vice  president's  group  on  revenue  protection  who  are  looking  at 
the  way  that  we  process  our  mail  and  how  we  can  better  control 
those  kinds  of  things. 

We  have  several  bulk  mail  improvements.  We  are  looking  at  how 
we  verify  what  we  get,  how  we  certify  the  mailer's  software.  Be- 
cause a  lot  of  this  stuff  in  the  age  of  computers  depends  on  the 
mailer's  software  and  our  ability  to  check  that  software  and  make 
sure  that  the  software  is  providing  the  correct  information.  Also, 
we  are  staffing  and  have  additional  people  where  the  workload  was 
more  than  what  we  had.  So  we  are  doing  several  different  things. 
I  would  be  glad  to  supply  for  the  record  a  complete  listing  of  the 
things  that  we  are  doing. 

But  I  think  that  we  are  taking  the  proper  steps  to  get  better  con- 
trol of  revenue  protection.  It  is  something  that  has  always  been  on 
our  mind.  The  GAO  report  though,  however,  brought  it  to  us  more 
forcefully. 

Chairman  Stevens.  Let  me  congratulate  you.  This  Committee 
has  had  several  hearings  on  the  problems  the  IRS  has  encountered 
as  it  went  into  a  modernization  program.  Your  modernization  pro- 
gram as  reported  by  GAO  and  investigated  by  the  GAO  has  not 
had  the  same  weaknesses  and  failure,  really,  that  the  IRS  had.  The 
GAO  did  point  out  some  weaknesses,  however,  in  your  oversight  ac- 
tivities, detecting  the  unauthorized  use  of  addresses,  or  investigat- 
ing complaints  about  abuses  in  terms  of  the  use  of  change  of  ad- 
dress programs. 

Have  you  seen  that?  Do  you  agree  with  the  GAO's  findings  in 
that  regard? 

Mr.  RUNYON.  I  agree  with  four  of  their  five  findings.  We  have 
adopted  a  written  oversight  and  review  procedure.  We  have  estab- 
lished a  new  central  filing  system  for  complaints.  We  have  im- 
proved the  oversight  of  monitoring  the  program.  We  are  making 
sure  that  licensee  audits  are  completed  each  year.  Those  are  the 
things  that  we  agree  with. 

They  also  thought  that  we  should  prohibit  customers  from  creat- 
ing new  movers  lists.  We  think  it  is  kind  of  impractical  for  us  to 
enforce  that,  but  we  are  continuing  to  look  at  that.  But  as  I  say, 
we  are  in  total  agreement  with  four  of  them  and  we  are  moving 
to  put  those  in  place,  and  the  one  we  are  still  trying  to  sort  out. 

Chairman  STEVENS.  Again,  I  do  congratulate  you  because  our 
records  show  that  2  years  running  GAO  made  suggestions  to  the 
IRS  and  they  did  not  respond,  and  as  a  consequence,  the  result  was 
substantial  loss  of  taxpayers'  money.  I  think  your  response  and  rec- 
ognition of  really  constructive  criticism  is  very  good  and  we  appre- 
ciate that  very  much.  We  have  not  had  that.  We  do  keep  track  of 
what  the  GAO  recommends;  if  there  is  a  response  to  that  there  is 
no  need  for  oversight  hearings.  So  I  do  thank  you  for  that  very 
much. 

You  have  had  some  criticism  from  the  postal  workers  union  con- 
cerning this  2-year  contract  with  a  private  firm  to  provide  24-hour 
postal  information  telephone  system  in  the  western  States  which 
include  my  State.  Now  I  understand  that  this  is  designed  to  try 
and  get  a  handle  on  expenses.  What  has  been  the  effect  of  that  in 


11 

terms  of  your  overall  relationship  in  labor-management  areas  and 
how  long  will  you  analyze  this  to  determine  whether  you  are  going 
to  go  nationwide  with  that  concept? 

Mr.  RUNYON.  I  think  the  concept  that  we  have  is  a  concept  of 
providing  service  for  our  customers.  At  the  present  time,  before  we 
put  that  call  center  in  place — and  that,  by  the  way,  is  one  of  five 
call  centers  that  we  would  intend  to  have  nationwide,  where  you 
can  call  one  number,  get  the  Postal  Service  and  get  the  information 
you  need.  Right  now  there  are  literally  thousands  of  phone  num- 
bers, probably  hundreds  of  thousands  of  phone  numbers  people  can 
call.  Those  phones  are  in  individual  post  offices,  individual  work 
rooms  and  different  places. 

Our  studies  show  that  of  the  calls  that  are  made  only  50  percent 
of  the  time  is  the  phone  answered.  That  is  not  a  very  good  cus- 
tomer service.  Also  we  find  that  when  people — 

Chairman  Stevens.  It  is  five  times  as  good  as  the  IRS. 

Mr.  RUNYON.  Well,  it  is  just  not  very  good  for  us.  We  think  our 
customers  deserve  better  service  than  that.  And  a  lot  of  time  when 
they  are  answered  the  people  get  bounced  around;  just  a  minute, 
I  will  let  you  talk  to  Joe,  and  Joe  talks  to  Ann,  and  Ann  talks  to 
Mary,  and  you  get  bounced  around.  You  know  how  you  feel  when 
you  get  bounced  around.  I  know  how  I  feel  when  I  get  bounced 
around. 

So  what  we  are  doing  is  setting  up  a  system — and  we  have  gone 
to  an  expert  that  knows  how  to  do  this,  just  like  other  large  cor- 
porations in  this  country  do.  Customer  service  is  something  that 
every  corporation  in  this  country  is  working  on.  If  you  talk  to 
them — even  our  biggest  competitor  UPS  which  has  340,000  employ- 
ees, they  have  an  outside  service  that  handles  their  calls.  They  do 
it  centrally  and  they  are  better  than  we  are  at  that,  and  we  are 
trying  to  catch  up  with  them. 

So  that  is  what  we  are  doing,  is  what  other  large  industries  do 
in  this  country,  is  to  find  somebody  who  can  do  this,  do  it  effec- 
tively. They  have  systems  set  up.  They  have  software  set  up.  They 
know  how  to  do  it,  and  that  is  what  we  are  doing.  We  are  putting 
up — one-fifth  of  that  is  going  in  that  center  you  are  talking  about. 

Chairman  Stevens.  You  are  going  to  have  a  review  of  that  be- 
fore you  extend  it  nationwide? 

Mr.  RuNYON.  Yes,  sir,  we  will.  We  certainly  will. 

Chairman  STEVENS.  Senator  Cochran  has  joined  us.  Do  you  have 
any  comments  or  questions.  Senator? 

Senator  Cochran.  Mr.  Chairman,  I  want  to  join  you  and  the 
other  members  of  the  Committee  in  welcoming  Mr.  Runyon  to  the 
hearing  and  thanking  him  for  his  cooperation  with  the  Committee 
and  his  presentation  of  the  information  that  is  necessary  for  us  to 
review  the  activities  of  the  Postal  Service  every  year. 

I  think  that  we  have  been  very  fortunate,  Mr.  Chairman,  in  hav- 
ing the  benefit  of  the  service  of  Mr.  Runyon  in  this  job.  He  has 
brought  to  the  task  an  experience  that  is  unique  in  the  business 
world.  He  has  very  successfully  managed  corporate  interests,  and 
done  so  in  a  way  that  reflects  good  judgment  and  sound  business 
practices.  I  think  he  has  brought  that  to  the  Postal  Service  and 
made  a  contribution  in  turning  that  service  around.  For  that  I 
think  we  owe  him  our  deepest  appreciation  and  congratulations. 
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I  also  think  that  we  may  be  sometimes  overdoing  the  pressure 
on  the  Postal  Service  to  make  a  profit.  The  Postal  Service  is  not 
a  business.  It  is  not  the  U.S.  Postal  Business.  It  is  the  U.S.  Postal 
Service.  I  think  we  lose  sight  of  that  sometimes  in  our  efforts  to 
focus  all  the  attention  on  the  bottom  line.  What  was  the  deficit  this 
year?  These  are  important  considerations.  I  am  not  saying  we 
should  not  control  costs,  or  that  we  should  not  be  efficient.  That  is 
what  I  think  the  leadership  now  in  the  Postal  Service  is  trying  to 
accomplish. 

But  to  ignore  the  quality  of  service  in  the  process  is  a  huge  mis- 
take. The  customers,  as  Mr.  Runyon  was  talking  about  just  now, 
have  interests  that  ought  to  be  taken  into  account,  and  not  just  the 
people  up  here  on  Capitol  Hill  who  keep  beating  everybody  over  the 
head  because  of  some  financial  problems — which  are  important, 
have  to  be  considered,  have  to  be  addressed.  We  must  not  lose 
sight  of  the  fact  that  people  out  there  are  depending  on  this  service 
from  the  Government  to  help  deliver  the  mail,  communicate  with 
each  other,  and  business  transactions  are  important. 

I  think  when  you  ignore  that,  you  end  up  creating  an  opportunity 
for  the  competition  which  you  are  talking  about,  which  ends  up 
taking  the  gravy  away  and  making  it  more  and  more  difficult  to 
perform  the  service  in  a  businesslike  way. 

So  it  is  a  mixed  challenge,  to  do  the  job  in  a  way  that  is  efficient 
and  meets  the  responsibilities  to  the  taxpayers  to  operate  without 
waste,  and  efficiently.  But  at  the  same  time  remember,  this  is  a 
service,  and  it  is  a  service  the  American  people  are  entitled  to.  I 
think  we  ought  to  help  contribute  in  what  we  do  here  to  making 
it  a  success  in  that  way,  too. 

Thank  you  very  much. 

Mr.  Runyon.  Senator,  if  I  could  respond  to  that.  The  service  we 
have  today,  which  is  91  percent  overnight  on-time  mail,  is  the  high- 
est it  has  ever  been  in  the  Postal  Service.  We  had  a  goal  of  having 
90  percent  for  this  year,  1996.  We  achieved  91  percent.  We  have 
a  goal  of  92  percent  for  the  fiscal  year  that  we  just  entered.  We 
have  a  goal  of  95  percent  in  the  year  2000.  I  think  we  are  going 
to  get  to  95  percent  before  the  year  2000.  That  is  very  good  per- 
formance. 

When  we  look  at  that  performance  against  our  competition,  we 
stand  up  there  very  well.  We  are  making  those  comparisons  for  our 
internal  purposes.  So  we  are  doing  very  well. 

One  thing  that  I  am  very  pleased  with  is  that  our  postal  employ- 
ees, who  had  a  culture  that  said  that  they  could  either  provide  the 
bottom  line  or  they  could  provide  service,  have  now  learned  that 
they  can  provide  good  prices,  good  revenue,  and  also  good  service 
at  the  same  time,  which  is  what  I  have  always  believed  in  busi- 
ness. That  is  the  way  business  operates.  You  have  to  have  good 
service  and  good  cost  at  the  same  time. 

By  the  way,  that  is  the  way  it  really  happens.  Because  when  you 
have  good  service  you  do  not  have  to  do  it  over  again.  I  learned  in 
the  business  of  building  cars,  if  you  had  defects  on  the  cars  and  you 
had  to  repair  them  again,  it  costs  people.  The  cost  of  quality  in  the 
automobile  industry  is  about  25  percent.  As  they  get  better  at 
building  quality  in  that  industry,  they  can  take  25  percent  of  their 
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costs  out,  if  they  did  ever3^hing  right  the  first  time,  which  is  what 
our  objective  is. 

We  are  beginning  to  do  more  things  right  the  first  time.  As  we 
can  continue  with  the  process  improvements  that  we  are  making, 
we  are  going  to  improve  on  that.  So  I  agree  totally  with  you  that 
we  need  to  provide  the  service.  That  is  the  first  thing  we  have  to 
do  is  provide  the  service.  If  we  can  do  that  at  a  low  price  and  not 
raise  stamp  prices  continually,  then  we  are  doing  a  double  service 
for  this  country.  I  agree  with  you  totally. 

Chairman  Stevens.  Senator,  the  Postmaster  General  skipped 
over  in  his  statement  one  of  the  things  I  know  to  be  a  fact.  That 
is,  he  introduced  the  first  robotics  into  the  automobile  industry.  We 
are  really,  as  you  say,  very  privileged  to  have  a  Postmaster  Gen- 
eral with  a  background  that  Mr.  Runyon  has.  But  clearly,  that  was 
risk-taking.  And,  Mr.  Runyon,  you  have  taken  some  risks  in  terms 
of  management  of  the  Postal  Service,  and  if  you  do  not  mind  my 
saying  so,  have  been  lucky  again. 

But  I  hope  that  when  we  go  forward  we  can  have  the  same  type 
of  decision-making  that  led  to  the  decision  in  the  automobile  indus- 
try that  changed  the  future  and  the  profitability  of  the  automobile 
industry  with  his  decisions  in  terms  of  automation. 

I,  however,  have  got  to  tell  you,  about  four  Postmaster  Generals 
ago  I  suggested  we  get  into  electronic  mail.  You  are  still  really  not 
into  electronic  mail,  are  you?  You  are  going  into  electronic  post- 
mark, but  you  are  still  not  into  electronic  mail,  are  you,  per  se? 

Mr.  Runyon.  Not  as  such.  I  thought  about  this  when  I  first  real- 
ized somebody  wanted  me  to  be  the  Postmaster  General.  I  thought, 
we  ought  to  figure  out  a  way  to  do  this  better,  where  we  could  put 
a  little  box  in  everybody's  home  and  take  mail  and  put  it  through 
a  machine.  It  would  slit  the  envelope,  open  up  the  pages,  print 
them  out,  send  it  to  the  address  that  it  is  supposed  to  go  to,  and 
they  would  receive  it  and  it  would  print  it  out  there.  Then  we 
would  not  even  have  to  deliver  the  mail.  It  would  just  go  over  the 
wires.  Now  that  is  a  little  farfetched  and  we  are  not  to  that  point 
yet,  but  we  are  getting  closer  to  things  like  that. 

One  of  our  big  competitors  right  now  is  the  Internet.  I  know  you 
use  the  Internet  a  lot.  It  is  something  that  more  and  more  people 
are  getting  into.  We  are  on  the  Internet,  too.  We  have  people  order- 
ing stamps  on  the  Internet.  We  find  that  is  a  good  way  to  do  busi- 
ness. 

But  the  electronic  postmark  is  something  that  we  think  is  coming 
along  very  well.  The  CIPS  program  that  I  talked  about  is  an  elec- 
tronic program  that  we  are  putting  in  place.  We  have  got  kiosks 
that  we  are  going  to  be  putting  in  places  so  that  people  can  com- 
municate electronically  with  all  of  the  agencies  in  the  Federal  Gov- 
ernment. They  can  also  communicate  electronically  with  other  peo- 
ple. 

We  have  got  a  system  now  internationally  where  we  have  a  pack- 
age consignment  service.  People  in  Japan  can  communicate  elec- 
tronically with  a  company — the  first  company  we  started  this  with 
was  L.L.  Bean — and  in  five  days  have  the  merchandise  in  their 
hands  because  of  the  electronic  communications  and  the  way  that 
we  have  set  up  a  system  to  get  that  merchandise  to  them.  We  are 
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setting  up  that  now  with  many,  many  companies  in  eight  different 
countries  we  have  agreements  with  to  handle  mail  like  that. 

So  we  are  looking  at  the  electronic  area,  and  we  need  to  continue 
to  press  very  hard  because  that  is  the  future  of  the  Postal  Service. 

Chairman  STEVENS.  I  still  hope  that  we  will  find  a  way.  I  think 
that  the  reliability  and  the  reputation  of  the  Postal  Service  in 
terms  of  privacy  is  something  we  have  not  got  the  ability  to  put 
into  the  Internet,  unless  the  Postal  Service  is  part  of  the  system 
that  handles  that  mail.  Now  my  generation,  even  the  generation  of 
these  younger  senators,  we  are  not  compatible  yet  with  that.  But 
my  oldest  daughter  teaches  children  in  grade  school,  even  the  first 
four  or  five  grades,  how  to  use  computers,  and  they  are  modem- 
capable  by  the  time  they  reach  the  fourth  grade. 

Now  when  they  get  to  be  the  adults  of  this  country  they  are 
going  to  be  looking  to  the  Postal  Service  to  handle  mail  for  them 
but  through  the  systems  that  they  have  grown  up  with,  which  are 
computerization  and  telecommunications  tied  together  with  it.  Now 
if  we  do  not  get  involved  in  that  in  time,  you  are  going  to  end  up 
by  losing  electronic  mail. 

The  one  thing  you  will  not  be  able  to  do  is  ship  diapers  and  gro- 
ceries electronically.  So  the  people  that  are  going  to  be  relying  on 
your  system  into  the  next  century  to  maintain  the  parcel  post  serv- 
ice and  to  maintain  the  reliability  of  service  into  rural  areas  are 
going  to  lose  the  revenue  base  that  you  currently  have  if  you  are 
not  involved  in  electronic  mail. 

I  still  hope  that  we  can  find  a  way  to  get  in  there  because  I  think 
there  is  a  legitimate  reason  to  have  the  Government  in  a  position 
where  it  can  assist  a  semi-independent  entity  such  as  yours  to  pro- 
vide to  the  American  public  the  knowledge  that  a  transmission  is 
private  and  can  be  maintained  through  a  trusted  link,  at  a  cost,  to 
be  delivered  anywhere  in  the  world  on  that  same  basis  of  privacy. 
The  old  V-mail  of  the  World  War  II  days  is  a  good  example  of  how 
the  Postal  Service  adapted  to  a  need  then,  and  I  think  there  is 
going  to  be  an  increasing  demand  for  it. 

I  will  not  belabor  it,  but  I  do  hope  that  you  will  continue  to  think 
of  how  to  cross  that  line  and  get  the  postal  system  really  into  elec- 
tronic mail  transmission  itself. 

Today  you  are  into  the  effort  to  protect  the  privacy  through  the 
use  of  electronic  postmark.  Why  don't  you  explain  further  to  my 
colleagues  how  that  will  work? 

Mr.  RuNYON.  What  we  do  with  that  is,  we  have  a  lot  of  compa- 
nies in  this  country  that  use  private  transmission  and  they  can  en- 
code it  and  they  can  de-encode  it  when  they  get  it.  But  they  have 
different  codes  so  Ford  cannot — if  they  were  wanting  to  contact 
GM,  they  cannot  go  to  them,  or  AT&T  cannot  go  to  IBM  because 
they  have  got  different  codes. 

The  idea  of  the  electronic  postmark  is  that  they  would  come  to 
us,  we  would  encode  it.  Then  they  would  receive  it  and  they  would 
be  able  to  take  it  out  of  the  code  because  we  used  their  code  to  pass 
it  through.  So  that  would  protect  the  mail  and  protect  people  from 
going  in  and  changing  things. 

We  are  working  now  with  a  legal  firm  because  we  think  that  is 
a  good  place  to  start.  There  are  a  lot  of  contracts,  selling  houses 
and  different  types  of  forms  of  legal  papers  that  really  need  to  be 
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private.  You  do  not  want  somebody  opening  it  up  along  the  way 
and  changing  the  conditions  or  terms  and  ifiave  somebody  sign  it 
and  it  is  not  really  what  the  person  sent. 

So  by  encoding  it  ourselves  and  having  an  electronic  postmark  on 
it,  it  would  safeguard  that  delivery.  That  is  really  what  that  is  all 
about  and  we  have  got  a  lot  of  people  that  are  very  interested  in 
using  that. 

Chairman  STEVENS.  I  hope  senators  who  have  any  questions  will 
break  in.  I  do  have  a  series  based  on  some  of  the  correspondence 
we  have  received  here  in  this  Committee.  We  have  received  letters 
from  Postal  Service  employees  who  are  worried  about  the  conflicts 
between  labor  and  management.  I  know  at  our  last  hearing  you  in- 
dicated you  had  proposed  a  summit  meeting  with  the  heads  of  the 
employee  organizations — the  union  groups  in  particular — to  try  and 
resolve  some  of  the  conflicts. 

Could  you  tell  us,  what  is  the  status  of  that  meeting,  the  pro- 
posed summit  meeting? 

Mr.  RUNYON.  We  have  held  a  preliminary  meeting  with  a  couple 
of  the  unions  to  explore  the  concepts  of  how  we  should  go  about 
doing  this  summit  at  this  point  in  time.  John  Calhoun  Wells,  who 
is  the  director  of  the  Federal  Medication  and  Conciliation  Service 
is  really  in  charge  of  doing  this  for  us  and  setting  up  the  meeting, 
and  he  is  working  very  hard  to  do  that. 

Chairman  Stevens.  I  know  the  hearing  we  had  where  you 
helped  us  bring  in  the  representatives  of  the  postal  systems  in 
other  nations,  the  thing  that  impressed  me  was  in  every  instance 
where  there  was  a  significant  advance  in  the  capability  it  had  come 
about  through  a  joinder  of  labor  and  management.  In  some  in- 
stances, an  overwhelming  participation  in  terms  of  semi-privatiza- 
tion or  efforts  to  try  and  meet  the  increased  competition.  So  I  think 
it  is  very  important  that  we  try  to  find  a  way  to  work  that  out. 

Lately  we  have  been  getting  calls  and  letters  from  employees 
who  are  concerned  about  major  restructuring  and  downsizing.  Par- 
ticularly since  1992,  there  appears  to  be  some  expression  of  basic 
worry  based  upon  lack  of  knowledge. 

Could  you  tell  us  what  are  your  plans  to  inform  postal  employees 
and  the  systems  who  depend  upon  your  service  of  the  proposals  you 
are  going  to  put  forward  in  the  future?  Do  you  have  a  plan,  really, 
of  informing  people  before  the  decisions  are  made? 

Mr.  RuNYON.  Yes,  we  do.  We  have  got  several  things  that  we  are 
doing.  One  that  we  have  just  recently  started  and  we  are  in  the 
initial  phases  of  it  is  a  system  we  call  Straight  Talk  which  is  on 
our  e-mail  system  which  goes  directly  to  supervisors.  Because  I 
think  that  the  best  way  for  employees  to  get  information  about  the 
Postal  Service  where  they  work  is  through  their  immediate  super- 
visor. So  we  are  setting  up  several  different  techniques  to  be  sure 
that  we  can  communicate  directly  with  the  supervisors  so  that  the 
supervisor  can  answer  the  questions  that  are  being  posed  to  him. 
That  is  one  way  we  are  doing  it. 

When  you  talk  about  downsizing,  we  have  people  who  talk  to  us 
about  the  fact  that  we  said  we  were  downsizing  but  we  have  more 
people  now  than  we  had  in  1992,  which  is  a  fact.  Of  course,  our 
volume  has  increased  11  percent  since  1992.  How  many  pieces  of 
mail  is  it? 
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Mr.  COUGHLIN.  It  is  somewhere  in  the  neighborhood  of  17  to  18 
bilHon  since  1992  that  it  has  increased.  Interestingly  enough,  since 
1987  when  we  first  introduced  our  automation  program  volume  has 
increased  about  27  billion  pieces — just  the  increase — which  exceeds 
the  total  volume  of  countries  like  France,  Japan  and  Great  Britain. 

Chairman  Stevens.  I  think  we  are  inclined  to  forget  that  the 
rapid  increase  in  terms  of  the  trend  continues.  Even  though  as  you 
said,  the  total  amount  of  increase  was  not  as  anticipated,  still  the 
base  is  so  high  that  even  a  small  percentage  increase  is  an  over- 
whelming amount  of  mail  to  contend  with.  As  we  look  at  percent- 
ages, even  the  growth  that  you  mentioned  is  still  substantial. 

Mr.  RUNYON.  One  of  the  things  that  concerns  me  the  most  about 
the  Postal  Service — and  I  am  not  sure  that  everybody  really  under- 
stands the  enormity  of  the  problem — if  we  were  to  start  to  drop  2 
percent  a  year  on  volume,  it  would  affect  us  tremendously  from  a 
cost  standpoint.  Because  you  see,  we  have  125  million  addresses 
that  we  have  to  deliver  to  every  day,  whether  we  take  anjrthing 
there  or  not.  When  you  start  dropping  off  2  percent,  that  is  a  lot. 
It  would  affect  our  revenues  tremendously,  but  we  would  not  be 
able  to  cut  our  cost. 

So  it  is  very  important  to  us  that  we  continue  to  advertise  the 
products  that  we  have  got,  that  we  continue  to  look  for  new  prod- 
ucts, that  our  people  can  deliver,  so  that  we  can  keep  the  workforce 
there.  That  is  what  we  are  really  trying  to  do  is  to  protect  our 
workforce.  We  have  to  get  new  products,  get  people  who  are  using 
products  now  to  use  more  of  those  products.  It  is  very  important 
to  us. 

Chairman  Stevens.  I  know  you  have  a  new  system,  it  is  the 
Pack  and  Send  program.  That  is  a  pilot  program  also  I  understand. 
We  have  had  news  that  a  group  has  filed  a  complaint  with  the 
Postal  Rate  Commission  about  that  Pack  and  Send  program.  Could 
you  tell  us  about  that?  What  is  that?  Is  it  truly  a  pilot  program? 

Mr.  RuNYON.  In  fact,  that  system  is  a  system  that  we  have  had 
at  the  Postal  Service  for  years  and  years  and  years.  We  have  al- 
ways had — well,  always  is  too  far  to  go.  But  for  the  past  years, 
probably  20  years  or  more — Mike  could  probably  answer  that  bet- 
ter— but  we  have  been  selling  packing  materials,  tape,  things  of 
that  nature  in  postal  stores. 

People  say  to  us,  look,  why  can't  you,  instead  of  just  selling  me 
this  and  I  have  got  to  go  over  here  on  the  counter  where  it  is  un- 
comfortable, I  do  not  have  a  pair  of  scissors  with  me  and  I  have 
to  wrap  my  own  package,  can't  you  wrap  it?  We  are  doing  that.  We 
are  providing  a  service  for  our  customers  that  they  want.  We  were 
in  that  business  long  before  anybody  else  was  in  that  business  of 
providing  wrapping  materials  and  things  like  that  for  people  who 
wanted  to  mail  them. 

So  all  we  are  doing  is  just  making  our  service  better.  That  is  our 
objective  is  to  make  better  service  for  all  of  our  customers,  as  the 
senator  just  got  through  sajdng. 

Chairman  Stevens.  Are  you  now  accepting  credit  cards  at  all 
postal  facilities  throughout  the  country? 

Mr.  Runyon.  I  would  hesitate  to  say  all,  but  we  are  rolling  out 
as  fast  as  we  can  and  the  large  majority  of  them  are  accepting 
credit  cards.  I  found  out  just  a  couple  of  days  ago  that  we  had  a 
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glitch  in  that  we  had  some  of  these  portable  stores — tell  them 
about  that,  Mike. 

Mr.  COUGHLIN.  We  are  about,  I  think  about  two-thirds  of  the  way 
through  the  country.  But  we  are  covering  a  much  larger  percentage 
of  the — 

Chairman  STEVENS.  What  is  the  glitch  that  the  Postmaster  Gen- 
eral mentioned? 

Mr.  COUGHLIN.  The  glitch  he  was  mentioning  was  a  week  or  so 
ago  we  introduced  a  new  stamp  up  in  New  York  City  in  Manhat- 
tan. It  was  the  big  band  series  of  stamps.  I  happened  to  be  there 
to  dedicate  it,  and  it  was  done  in  Schubert  Alley  at  midday.  We 
had  two  of  these  mobile  postal  vans  there.  And  of  course,  collectors 
come  to  these  events  a  lot  and  they  sometimes  buy  in  bulk.  And 
for  some  reason,  we  did  not  have  our  credit  card  operation  going 
at  that  particular  location.  We  have  since  taken  care  of  that  prob- 
lem, but  it  was  a  place  where  we  clearly  needed  it. 

Mr.  RUNYON.  It  is  a  big  loss  in  sales.  When  somebody  comes  in 
there  and  wants  to  buy  $500  worth  of  stamps  and  they  have  got 
a  credit  card  and  no  cash,  we  lose  that  sale  right  there. 

Chairman  Stevens.  Senator,  do  you  have  any  further  comments 
or  questions? 

Senator  Akaka.  No,  Mr.  Chairman.  I  just  want  to  congratulate 
the  Postmaster  General  for  his  work,  and  congratulate  you  for  your 
leadership  in  ensuring  a  universal  postal  service  for  our  country. 
Mr.  Chairman,  you  mentioned  about  downsizing  and  restructuring 
of  the  Postal  Service.  I  am  sure  that  the  Postmaster  General  has 
in  his  heart  and  mind  the  best  interests  of  our  postal  workers,  and 
what  as  human  beings  they  add  to  the  service  of  our  country.  I 
hope  that  together,  we  can  bring  a  good  balance  to  the  Postal  Serv- 
ice of  our  country.  Thank  you  very  much. 

Mr.  RuNYON.  Yes,  sir.  A  lot  of  people  look  at  robots  as  replacing 
people.  Actually,  it  takes  people  to  teach  the  robots  what  to  do.  If 
in  fact  there  is  a  power  failure  and  the  robot  loses  its  memory, 
somebody  has  got  to  go  back  and  retrain  that  robot  again.  So  it 
really  upgrades  the  workforce. 

Chairman  Stevens.  Let  me  thank  you  for  appearing  before  us 
today.  I  do  thank  you  for  taking  the  .time  to  come  to  Alaska  to 
learn  a  little  bit  about  our  area.  I  remember  telling  you  about  Post- 
master General  Bolger  when  I  took  him  into  the  North  Slope  to  see 
the  facilities  there  for  delivering  mail  to  people  working  in  the 
great  oil  fields  up  there.  As  we  got  him  off  the  plane  and  then  onto 
a  bus,  and  then  from  the  bus  into  that  little  substation  there,  as 
he  got  off  there  was  a  digital  thermometer  read-out  right  there  and 
it  read  minus  99  degrees. 

I  never  had  the  courage  to  tell  him  that  was  a  wind  chill  factor 
thermometer,  and  that  was  as  low  as  it  could  go.  It  was  actually 
colder  than  that  in  terms  of  the  wind  chill  factor  there  that  day. 
But  you  have  seen  our  State  and  what  it  means  to  have  postal 
service  in  that  part  of  the  world.  We  are  indebted  to  you  for  being 
willing  to  look  and  to  find  ways  to  meet  the  needs  for  our  people 
without  reducing  the  level  of  service.  So  I  am  indebted  to  you  for 
that. 

I  have  had  a  series  of  questions  submitted  to  me.  For  instance, 
there  was  a  series  of  questions  submitted  by  Mr.  Bob  Brinkman  of 
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the  Newspaper  Association  of  America.  I  would  like  to  submit  them 
to  you  for  the  record  so  that  you  might  provide  a  response.  There 
are  several  others  that  I  have  not  been  able  to  get  to. 

My  colleagues  have  gone  and  unfortunately  I  must  go  to  a  meet- 
ing to  try  and  see  if  we  can  wind  up  the  work  of  this  Congress.  But 
as  I  said,  this  is  probably  my  last  hearing  here  as  Chairman  of  ei- 
ther the  Committee  or  the  Subcommittee.  I  am  indebted  to  you, 
Mr.  Coughlin,  and  to  Mary  Ann  Simpson  and  all  who  have  worked 
with  us  during  the  time  here.  I  will  still  be  on  the  Committee,  but 
under  our  new  rules  I  cannot  be  Chairman  of  the  Committee  I  ex- 
pect to  be  Chairman  of  and  a  Subcommittee  Chairman.  I  will  still 
be  here  to  try  to  assist  you,  but  I  want  to  thank  you  and  your  peo- 
ple for  assisting  me  to  carry  out  the  work  that  was  assigned  to  me 
here  in  the  Senate. 

I  appreciate  your  report.  We  will  have  the  record  kept  open  for 
a  period  of  a  week  to  see  if  you  have  any  additional  matters  or  if 
there  are  questions  to  be  submitted.  I  have  none  other  than  the 
ones  I  mentioned  to  you  and  they  are  few  in  number.  We  would  ap- 
preciate it  if  you  would  respond  to  those. 

Again,  I  thank  you  very  much,  Mr.  Postmaster  General.  You 
have  been  a  pleasure  to  work  with  and  I  think  you  have  been  a 
very,  very  capable  Postmaster  General.  I  appreciate  working  with 
you. 

Mr.  RUNYON.  Thank  you,  Mr.  Chairman. 

Chairman  STEVENS.  Thank  you  very  much. 

[Whereupon,  at  10:50  a.m.,  the  Committee  adjourned.] 
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RESPONSE  TO  QUESTION  FROM  SENATOR  STEVENS 

1.  QUESTION.  Mr.  Runyon,  you  have  said  that  it  is  your  hope  that  the  Postal  Service  will 
be  able  to  maintain  current  rates  for  at  least  another  year,  maybe  two.  This  year's  $1.2 
billion  profit  will  help  but  you  will  have  to  deal  with  other  issues  -  such  as  productivity  -  in 
order  to  reach  that  goal.  What  specific  plans  do  you  have  to  hold  down  costs  while  at  the 
same  time  increase  productivity? 

ANSWER:  We  believe  that  we  can  reduce  costs  and  increase  productivity  in  the  conning  year. 
We  anticipate  an  improvement  in  Total  Factor  Productivity  (TFP)  during  fiscal  year  1997  as  a 
result  of  accelerating  workload  growth  and  cost  containment.  We  expect  to  achieve  this  result 
through  initiatives  that  have  been  developed  over  the  last  several  years. 

Late  last  year  we  enacted  classification  reform,  which  will  increase  the  number  of  pre-barcoded 
mail  pieces,  enabling  us  to  maximize  the  effectiveness  of  our  automated  processing  equipment. 
And,  we  are  nearing  completion  of  our  network  of  Remote  Encoding  Centers  which  will  allow  us  to 
barcode  more  hand  written  letters.  Finally,  we  have  streamlined  our  capital  acquisition  and 
deployment  process  to  get  automation  equipment  deployed  more  quickly  and  where  it  will  have 
the  maximum  impact. 

2.  QUESTION.  Do  you  support  the  provisions  of  Mr.  McHugh's  reform  package? 

ANSWER;  We  very  much  appreciate  the  time  and  effort  that  Congressman  McHugh  has  expended 
on  the  subject  of  postal  reform  in  the  most  recent  Congress,  and  we  hope  in  the  future  to  help  in  the 
development  of  reform  legislation  that  will  serve  the  needs  of  the  Postal  Service  as  an  institution,  as 
well  as  its  customers  and  employees.  Such  legislation,  we  believe,  should  differ  from  Congressman 
McHugh's  original  bill  in  four  cntical  areas  --  pricing  flexibility,  the  treatment  of  labor  costs  under  a 
price  cap,  governance  of  the  postal  system,  and  the  preservation  of  universal  service. 

Pricing  Flexibility:  With  regard  to  the  first  of  these  areas,  we  believe  that  the  Postal  Service  must 
obtain  a  significant  degree  of  pricing  flexibility  if  it  is  to  survive  in  the  increasingly  competitive 
communications  and  package  delivery  markets  This  becomes  increasingly  apparent  as  the 
development  of  electronic  diversion  and  other  alternatives  to  mail  shrink  the  number  of  postal 
products  and  services  that  might  be  termed  "noncompetitive",  A  sufficient  level  of  pncing  flexibility 
can  best  be  achieved,  we  believe,  by  reducing  the  number  of  "baskets"  and  price  caps  that  apply  to 
postal  products  to  one.  Fewer  baskets  and  pnce  caps,  and  greater  flexibility,  are  more  the  norm  in 
regulated  industries  that  operate  with  price  caps.  Our  research  indicates  that  only  five  other  Postal 
Administrations  are  subjected  to  a  phce  cap.  In  each  case  there  is  only  one  basket.  A  related  and 
crucial  requirement  is  the  ability  to  "rebalance"  prices  quickly  and  simply  within  or  among  product 
lines,  in  response  to  changes  in  costs  or  market  conditions.  We  should  be  able,  for  example,  to 
reward  customers  for  performing  additional  sorting  or  transportation  functions  without  resorting  to  a 
mail  classification  case. 

Particularly  where  competitive  products  are  concerned,  true  pricing  flexibility  in  today's  markets 
requires  freedom  from  time  and  notice  constraints,  to  allow  effective  response  to  the  pricing 
initiatives  of  nimble  competitors.  Such  freedom  is  generally  available  to  other  firms  regulated 
through  price  caps,  and  it  is  appropriate  for  the  Postal  Service. 

Businesslike  pricing  requires  in  addition  the  use  of  a  phce  floor  based  on  the  incremental  cost  of 
providing  a  service,  rather  than  the  attributable  costs.  The  list  of  "competitive"  products  should  also 
reflect  whether  the  Postal  Service  or  some  other  firm  is  the  market  dominant  provider  of  a  type  of 
service. 
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Labor  Costs  and  the  Formulation  of  Price  Caps:  The  Postal  Service  must  be  able  to  operate  on  a 
sound  financial  basis  under  any  price  cap  system  that  might  be  applied  to  postal  rates.  Labor  costs 
are  80%  of  total  postal  costs  and  outside  the  direct  control  of  postal  management  in  many  respects. 
Accordingly,  the  selection  of  an  index  is  critical  An  appropriate  index  must  be  suited  to  a  labor- 
intensive  service  industry  such  as  the  Postal  Service,  rather  than  to  a  capital-intensive  telephone 
company  or  utility  In  fact,  most  firms  regulated  by  price  caps  are  capital-intensive.  Under  an 
inappropriate  index,  there  would  always  be  the  danger  that  a  price  cap  geared  to  the  index  would 
generate  revenues  that  would  not  cover  the  costs  of  postal  operations,  even  with  the  diligent 
management  of  costs  This  would  be  a  particular  risk,  if  the  legislation  contained  no  specific 
"linkage"  between  the  new  pnce  caps  and  the  factors  that  so  heavily  impact  upon  postal  labor  costs, 
such  as  labor  arbitration  awards  and  statutory  employment  and  benefit  policies. 

One  approach  might  be  to  blend  an  index  such  as  the  Gross  Domestic  Product  Price  Index  (GDPPi) 
with  another,  like  the  Employment  Cost  Index  (ECl),  to  reflect  the  true  proportion  of  the  different 
types  of  cost  inputs  to  the  Postal  Service  Moreover,  we  firmly  believe  that  any  adjustment  or  "X" 
factor  built  into  the  price  cap  should  apply  across  the  board,  not  vary  among  product  lines,  and  be 
stated  explicitly  in  the  legislation  itself  A  good  candidate  for  such  an  objective  "X"  factor  might  be 
the  National  Non-Farm  Multifactor  Productivity  Index  (NFMFPI)  It  would  prevent  artificial  inflation  of 
postal  rates  and  would  constantly  focus  the  energies  of  management  on  controlling  costs  and 
improving  productivity,  key  features  of  any  price  cap  regime 

Ideally,  a  further  "Z"  factor  should  also  be  available  to  adjust  the  cap  automatically  for  exogenous 
events,  such  as  changes  in  accounting  standards,  or  legislative  changes  in  federal  retirement  or 
benefit  laws,  that  would  impose  disproportionate  or  unforeseeable  financial  burdens  on  the  Postal 
Service. 

We  believe  that  a  price  cap  of  this  type,  based  on  objective,  accessible  factors,  would  be  neutral 
regarding  the  strategic  pricing  relationships  among  the  various  classes  of  mail  and  would  preserve  a 
maximum  degree  of  flexibility  for  the  Board  of  Governors  of  the  Postal  Service  to  respond  to 
fluctuations  in  the  level  of  postal  revenues,  or  the  relative  demand  for  various  classes  of  postal 
products. 

Governance  of  the  Postal  System:  A  fundamental  principle  underlying  the  Postal  Reorganization  Act 
of  1970  and  the  Kappel  Commission  Report  that  preceded  it  was  that  the  control  and  authority  to 
shape  the  direction  of  the  Postal  Service  should  be  in  the  hands  of  those  persons  who  bear  the 
responsibility  for  the  outcome  of  those  plans.  We  believe  that  this  fundamental  principle  is  as 
applicable  in  today's  competitive  marketplace  as  it  ever  was  The  responsibility  for  maintaining  a 
financially  viable,  affordable,  and  effective  universal  service  lies  with  the  Board  of  Governors,  and  we 
believe  very  strongly  that  the  authority  to  determine  the  pace  and  nature  of  operational  change,  the 
pricing  relationships  among  postal  products,  and  the  overall  levels  of  postal  revenues  are  chtical  to 
meeting  that  responsibility. 

We  also  believe  that  the  current  level  of  oversight  is  sufficient  and  does  not  require  the  application  of 
antitrust  laws,  or  extension  to  new  bodies  such  as  the  antitrust  arms  of  the  Federal  Trade 
Commission  and  the  Justice  Department.  A  review  of  Congressional  hearing  records,  GAO  reports, 
PRC  hearings,  special  studies,  and  countless  informal  meetings  with  Congressional  members  and 
staff  over  the  past  25  years  suggests  that  postal  issues  receive  extensive  oversight  and  review. 

We  further  believe  that  antitrust  coverage  is  not  necessary  or  appropriate  for  a  government  agency 
or  for  postal  products  that  will  also  be  subject  to  regulatory  pricing  standards  and  administrative 
complaint  proceedings  at  the  Postal  Rate  Commission  There  is  a  fundamental  difference  between 
the  Postal  Service  and  a  private  utility  or  other  firm.  The  latter  is  managed  on  behalf  of  the  economic 
interests  of  its  stockholders,  and  outside  regulation  balances  the  interest  of  the  public  with  those  of 
the  stockholders  to  ensure  monopoly  profits  are  not  used  to  enrich  stockholders  at  the  expense  of 
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the  public.  The  Postal  Service,  on  the  other  hand,  has  no  stockholders  apart  from  its  customers,  the 
American  people.  Any  "profits"  are  used  to  their  benefit,  either  through  the  restoration  of  public 
equity  in  the  Postal  Service  or  by  controlling  the  pace  and  level  of  rate  changes. 

Universal  Service  and  Private  Express:  The  preservation  of  affordable,  universal  service  must  be  at 
the  heart  of  any  legislative  reform  We  believe  that  any  changes  in  the  postal  ratemaking  process,  or 
our  basic  statutory  framework,  must  protect  the  ability  of  the  Postal  Service  to  meet  this  obligation. 

There  is  no  doubt  that  the  universal  service  requirement,  the  uniform  letter  rate,  and  many  of  the 
other  broad  public  service  activities  of  the  Postal  Service  are  directly  related  to  the  Private  Express 
Statutes  and  the  related  restrictions  on  the  use  of  mailboxes.  Indeed,  a  limited  monopoly  over  the 
delivery  of  letter  mail  and  exclusive  access  to  mailboxes  have  generally  been  regarded  as  essential 
to  preserve  the  financial  underpinning  for  affordable  universal  service.  With  that  in  mind,  we  are 
opposed  to  any  relaxation  of  the  Private  Express  Statutes  or  current  mailbox  restrictions,  and  believe 
that  any  such  action  would  raise  a  serious  threat  to  the  continuation  of  universal  service. 

3.  QUESTION.  There  is  one  major  provision  of  Congressman  McHugh's  reform  package 
which  he  would  like  to  see  enacted  this  year  -  the  creation  of  an  Independent  Inspector 
General  (IG)  for  the  Postal  Service.  As  you  are  aware,  his  reform  package  calls  for  a 
Presidentially-appointed  IG  at  the  Postal  Service  -  which  your  Board  vehemently  opposes.  A 
proposed  compromise  is  to  require  the  Governors  to  appoint  an  IG  which  would  have  the 
same  authority  and  be  subject  to  the  IG  statute.  Does  the  Postal  Service  Board  of  Governors 
have  a  position  on  the  proposal  to  create  an  independent  Inspector  General,  to  be  appointed 
by  the  Governors  themselves? 

ANSWER.  The  Governors  recognized  that  in  all  likelihood  legislation  would  be  enacted  creating  an 
independent  IG  within  the  Postal  Service.  With  that  in  mind,  the  Governors  preferred  to  have  the 
authority  to  select  the  IG  rather  than  a  Presidential  appointment.  The  new  legislation  called  for  the 
IG  to  be  appointed  by  and  serve  at  the  pleasure  of  the  Governors.  The  Governors  appreciate  the 
outcome  and  are  currently  moving  to  comply  with  the  legislation  as  enacted. 

4.  QUESTION:  A  recent  GAO  report  indicated  that  the  bulk  mailing  costs  for  the  Postal 
Service  were  not  quite  correct  and  that  the  Postal  Service  could  do  more  to  protect  itself 
from  those  loses.  Have  you  responded  to  the  GAO  report?  Are  you  familiar  with  those 
comments  about  the  bulk  mail  costs  in  the  recent  report? 

ANSWER:  The  GAO  report  recommended  that  management  attention  be  focused  on  providing 
reasonable  assurance  that  all  significant  amounts  of  bulk  mail  revenues  are  being  collected  and 
that  a  reporting  system  be  developed  to  track  progress  and  the  effectiveness  of  the  procedures 
used  in  the  bulk  mail  acceptance  system.  Specifically,  the  report  recommended  we  ensure  that: 

•  required  mail  verifications,  including  supervisory  reviews,  are  done  and  that  the  results  are 
documented  as  required: 

•  mailings  resubmitted  following  a  failed  verification  are  reverified  and  errors  are  corrected; 

•  acceptance  clerks  and  supervisors  are  provided  with  adequate,  up-to-date  procedures, 
training,  and  tools  necessary  to  make  efficient  and  objective  verification  determinations; 

•  information  on  the  extent  and  results  of  verifications,  including  supervisory  reviews,  is 
regularly  reported  to  appropriate  levels,  including  Postal  Service  Headquarters,  and  that  such 
information  is  used  to  assess  the  adequacy  of  controls  and  staffing,  training  needs,  and 
acceptance  procedures;  and 

•  risk  based  verification  becomes  the  prominent  factor  in  determining  mailings  to  be  verified. 

Many  of  the  recommendations  relate  to  necessary  improvements  in  the  processes  and  systems 
used  to  accept  bulk  mailings  and  to  measure  acceptance  unit  performance.  I  would  like  to  take 
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this  opportunity  to  discuss  the  recommendations  in  terms  of  three  strategies  that  we  are  pursuing 
These  strategies,  when  fully  rolled  out  will  implement  the  report's  recommendations.  Almost  all  of 
these  initiatives,  tools,  and  processes  are  either  already  in  place  or  well  underway 

The  first  strategy  is  to  develop  new,  and  strengthen  existing,  certification  programs  for  the 
hardware,  software  and  processes  used  in  producing  mail  pieces.  By  validating  that  the  tools  and 
systems  used  by  customers  to  create  mail  are  accurate  and  meet  all  postal  standards,  we 
minimize  the  risk  of  error  and  revenue  loss    Certification  allows  us  to  provide  clearance  of  mail 
"up-front,"  and  to  target  only  areas  where  problems  might  exist,  thereby  minimizing  the  number  of 
labor-intensive  reviews  that  are  necessary.  This  supports  our  move  toward  a  nsk-based 
verification  system    We  believe  that  our  resources  are  better  spent  in  preventing  errors  from 
occurring  than  in  finding  new  ways  to  report  on  those  that  exist.  Some  examples: 

•  In  addition  to  established  systems  which  certify  address  accuracy,  presort  software  and 
mailer  production  processes,  we  have  just  completed  development  and  implementation  of  the 
Manifest  Analysis  Certification  program,  a  process  designed  in  cooperation  with  the  mailing 
industry  to  evaluate  commercial  manifest  mailing  software 

•  Notably,  in  conjunction  with  the  presort  service  bureau  industry,  which  represents  some  of  our 
largest  mailers,  we  have  built  a  total  quality  management  program.  We  are  currently  piloting 
national  quality  standards  at  six  presort  service  bureaus  and  expect  to  implement  these 
standards  early  next  year  for  mail  produced  in  this  highly  complex  environment 

The  second  strategy  involves  improvements  to  the  processes  used  in  verification  of  mail.  This 
includes  how  units  are  staffed,  how  verifications  are  performed,  how  results  of  acceptance  work 
are  reported  and  reviewed.  Much  of  the  report  focused  on  opportunities  in  this  area.  Examples  of 
progress: 

•  In  October  we  took  our  first  steps  toward  risk-based  verification  when  we  institute  a  new  "One 
Pass/Two  Pass"  approach  in  our  acceptance  units.  Mailings  will  follow  one  of  two  paths  pnor 
to  induction  into  mail  processing.  Mailings  which  have  been  identified  as  having  less  risk  of 
errors  will  be  accepted  under  One  Pass  procedures.  Other  mailings  will  be  subject  to  a  Two 
Pass  process  similar  to  today's  in-depth  verification.  This  will  allow  us  to  better  focus  our 
resources  on  mailings  which  carry  a  greater  amount  of  risk.  The  next  step  will  involve  a 
redesign  to  allow  for  more  sophisticated  targeting  techniques  to  better  reflect  at-risk  criteria  in 
those  mailings  subject  to  Two  Pass. 

•  Reports  of  verifications  are  now  being  compiled  at  the  national  level    The  information  is 
reviewed  and  irregularities  are  referred  back  to  the  Area  offices  for  resolution.  Consistent  with 
current  criteria,  we  find  that  in-depth  verifications  are  being  performed  on  approximately  15 
percent  of  the  mailings  entered. 

•  We  have  begun  staffing  and  workload  reviews  at  acceptance  units.  The  results  of  these 
reviews  will  be  used  to  determine  if  units  are  staffed  appropriately  and,  more  importantly,  that 
work  schedules  take  into  account  the  heavy  volume  periods  to  ensure  that  all  necessary 
checks  are  being  performed    We  are  also  adding  staff  at  our  district  offices  to  coordinate  our 
various  revenue  protection  initiatives. 

•  New  business  mail  acceptance  reference  cards,  reflecting  all  of  the  changes  as  a  result  of 
classification  reform,  were  sent  in  July  to  all  employees  in  acceptance  units  as  well  as 
postmasters.  In  addition,  these  employees  received  extensive  training  on  the  new 
requirements. 
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•  We  have  installed  a  computer-based  superyisors  workstation,  which  includes  communications 
and  scanning  capabilities,  at  all  acceptance  units  with  supervisory  positions    The  electronic 
mail  feature  will  allow  us  to  communicate  critical  information  directly  to  supervisors  and  will 
allow  supervisors  to  communicate  directly  with  each  other.  This  communications  capability  is 
a  major  step  in  solving  some  of  the  noted  problems  with  consistent  application  of  standards. 

The  third  strategy  looks  to  technology  to  assure  that  the  quality  of  the  mail  meets  postal 
standards.  Some  examples  of  our  progress  in  this  area: 

•  Deployment  of  Automated  Barcode  Evaluators  has  just  been  completed.  These  units  are 
used  to  verify  barcodes  on  mail  pieces  for  which  automation  rates  have  been  claimed.  This 
tool  will  ensure  consistent  application  of  standards  relating  to  barcode  discounts  and  provides 
the  acceptance  units  with  a  tool  that  not  only  allows  thern  a  simplified  way  of  checking  the 
barcodes,  but  enables  then,  to  provide  valuable  diagnostic  information  to  customers 

•  We  are  awaiting  the  results  of  a  proof-of-concept  procurement  in  which  we  have  asked 
interested  parties  to  build  a  device  to  automate  many  of  the  acceptance  processes.  We 
expect  to  have  prototype  devices  deployed  for  testing  and  evaluation  by  March  1997. 

•  Another  important  effort  is  the  development  of  electronic  interfaces  with  our  largest 
customers    We  have  worked  with  key  members  of  the  mailing  industry-list  processors, 
printers  and  letter  shops-to  implement  an  interface  standard  that  will  contain  all  of  the  data 
that  mailers  currently  provide  us  in  hard  copy  documentation  and  on  mailing  statements.  We 
will  pilot  test  receiving  this  data  electronically,  instead  of  in  hard  copy,  from  a  mailer  this  past 
September 

•  Paralleling  these  efforts  is  the  redesign  of  the  current  national  bulk  mail  entry  support 
software.  The  new  system  will  capture  detailed  results  of  verifications,  including  the  errors, 
and  provide  national  data  on  results    The  system  will  also  build  mailer  verification  histories 
which  will  allow  us  to  do  targeted  verifications. 

As  noted  earlier,  we  are  confident  that  the  steps  we  are  taking  go  beyond  the  scope  of  the 
recommendations    Be  assured  that  we  are  aggressively  pursuing  all  opportunities  for 
improvement. 


RESPONSE  TO  QUESTIONS  FROM  SENATOR  DORGAN 

5.  QUESTION:  Who  is  exempt  from  the  higher  fee?  First,  you  propose  that  a  customer 
who  needs  non-city  delivery  to  the  smallest  kind  of  post  office  box,  and  v/ho  now  pays  $8  a 
year,  should  have  to  pay  $16  a  year  to  rent  that  box.  I  understand  that  you  intend  that 
customers  who  cannot  get  even  rural  delivery  would  be  exempt  from  any  rental  fee. 
However,  as  I  understand  your  policy,  the  way  the  Postal  Service  will  decide  whether 
someone  can  get  delivery  -  and  therefore  must  pay  the  higher  fee  -  is  whether  there  is 
delivery  in  any  part  of  the  area  covered  by  that  customer's  service  Post  Office. 

Am  I  right  in  thinking  that  if  anyone  in  the  larger  post  office's  service  area  gets 
delivery,  a  customer  who  cannot  get  delivery  must  pay  the  $16  fee? 

Does  it  seem  fair  to  you  to  charge  customers  in  rural  areas  $16  a  month  if  they 
want  to  receive  mail? 
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ANSWER:  All  postal  customers  are  entitled  to  one  form  of  free  delivery.  It  may  be  provided  by 
eitfier  city  or  rural  delivery  service,  where  such  service  is  available,  by  post  office  box  ser/ice,  or 
by  general  delivery. 

Although  fees  for  the  smallest  box  size  at  a  non-city  delivery  post  office  would  increase  from  $8  to 
$16  per  year,  customers  at  those  post  offices,  as  well  as  at  larger  city  delivery  post  offices,  who 
are  ineligible  for  earner  delivery  service  would  be  entitled  to  a  free  post  office  box  as  their  form  of 
free  delivery    All  customers  served  by  a  nondelivery  post  office  would  be  eligible  for  free  post 
office  box  service  because  no  other  form  of  free  delivery  is  offered  by  the  Postal  Service    This 
special  services  filing,  of  which  the  increase  in  post  office  box  fees  is  a  part,  is  currently  pending 
before  the  Postal  Rate  Commission 

6.  QUESTION:  Has  the  Postal  Service  coRsidered  the  effects  of  the  non-resident  fee? 
Another  part  of  your  case  before  the  Rate  Commission  is  the  suggestion  that  people  who 
are  not  residents  of  the  area  covered  by  a  Post  Office  should  pay  much  higher  annual  rates 
to  rent  boxes  there.  The  proposed  annual  rental  fees  range  from  $52  for  the  smallest  box 
to  $146  for  the  largest.  These  rates  might  make  sense  In  upscale  areas,  where  people  from 
outside  of  town  want  a  prestige  address.  However,  they  do  not  make  sense  in  North 
Dakota. 

Would  you  agree  that  North  Dakota  does  not  see  much  of  this  competition  for 
fancy  addresses,  and  that  if  residents  aren't  using  all  the  boxes,  people  who  aren't 
residents  should  be  able  to  rent  them  at  reasonable  rates? 

Many  North  Dakotans  in  rural  areas  drive  30-50  miles  to  get  to  work  in  the  morning. 
They  lack  rural  delivery,  and  they  would  like  to  receive  their  mail  where  they  work, 
because  that's  where  they  can  reach  a  post  office  during  the  day.  Does  it  make 
sense  to  make  them  pay  a  non-resident  fee? 

ANSWER:  The  issue  of  so-called  vanity  addresses  is  probably  not  as  germane  to  North  Dakota 
as  some  other  states,  although  some  businesses  located  outside  a  large  city,  such  as  Fargo,  may 
desire  a  Fargo  address  for  status  reasons.  However,  it  is  important  to  understand  the  demand  for 
vanity  addresses  is  only  one  reason  for  the  proposed  non-resident  fee.  Another  reason  Is  the 
additional  demands  placed  on  post  offices  by  non-residents.  For  example,  towns  on  the 
Canadian  and  Mexican  border  may  have  a  significant  number  of  non-resident  boxholders  who 
desire  a  U.  S.  address  creating  a  shortage  for  local  residents.  Their  irregular  pick-up  of  mail 
means  that  the  mail  often  accumulates  well  beyond  the  capacity  of  the  box  and  must  be  stored  in 
other  areas  of  the  post  office    This  takes  up  space  and  causes  congestion    Also,  phone  calls  to 
notify  boxholders  of  the  accumulated  mail  may  result  in  significant  long  distance  charges.  The 
proposed  non-resident  fee  provides  a  way  to  help  recover  the  cost  of  the  service  and  recognizes 
the  value  to  customers  of  receiving  their  mail  at  a  non-local  post  office. 

Box  fees  in  non-city  delivery  offices  have  been  maintained  artificially  low;  they  recover  roughly 
one-third  of  the  costs  associated  with  providing  the  service.  Given  the  proposed  fee  increase,  the 
basic  fees  would  recover  only  two-thirds  of  the  costs    Even  when  the  non-resident  fee  is  added, 
the  proposed  box  fees  for  the  non-city  delivery  offices  are  reasonable.   In  fact,  size  4  and  size  5 
box  non-resident  fees  ($106  and  $146)  in  non-city  delivery  offices  would  still  be  below  cost. 

However,  some  customers  who  are  not  eligible  for  any  earner  delivery  face  particularly  difficult 
situations  due  to  limited  access  to  the  boxes  at  their  local  post  office  and  may  receive  mail  service 
in  the  town  where  they  work    An  implementation  task  force  is  presently  considering  instances 
such  as  these  that  affect  a  limited  number  of  boxholders. 
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Responses  to  questions  submitted  by  Bob  Brinkman  of  the  Newspaper  Association  of  America. 


Mr.  Runyon,  you  have  said  many  times  that  the  Postal  Service  is  losing  market  share  in  five  of  six 
markets,  but  you  have  never  provided  any  supporting  data.  Others  have  challenged  this  claim, 
and  have  suggested  the  Postal  Service  is  only  losing  share  in  one  market,  the  International  area, 
where  you  have  complete  control  over  prices. 

7.  QUESTION.  Could  you  please  provide  the  Committee  with  complete  data,  which  we  can 
make  public,  to  substantiate  your  claims? 

ANSWER.  The  classification  of  communications  and  package  delivery  markets  vary 
according  to  the  level  of  market  factor  analysis  that  is  undertaken.  In  addition,  many 
of  the  markets  are  dynamic  and,  therefore,  USPS  share  trends  are  ever  changing. 
As  indicated  below,  as  of  September  1996,  USPS  share  is  declining  in  four  markets 
(Correspondence  and  Transactions,  Overnight/Two-day  Packages  and  Standard 
Packages  and  International),  stable  in  one  market  (Advertising)  and  slowly 
increasing  in  the  Publications  market.  See  the  table  below  for  more  detail 
breakdowns  and  associated  USPS  FY95  revenues. 

1996  Postal  Business  Summary 


Market 

Value  to  USPS 
(Billions  $) 

USPS  Market 

Share 

(Revenue) 

USPS  Share  Trends 
(1995-1996) 

Correspondence  and  Transactions 

$32.0 

31.0% 

declining 

Publications 

$2.0 

84.0% 

slowly  increasing 

Advertising 

$11.8 

20.0% 

stable 

Package  Delivery-0vernighf2-Day 

$3.8 

52.1% 

declining 

Package  Delivery-Ground 

$1.5 

9.2% 

declining 

International 

$1.5 

not  available 

declining 

8.  QUESTION.  Exactly  how  much  are  you  spending  per  year  for  all  your 
advertising  and  direct  marketing? 

ANSWER.  The  Postal  Service  spent  approximately  $230  million  in  Fiscal  Year  96  or 
Corporate  Advertising  and  Promotions,  which  includes  direct  marketing.  The 
Corporate  Advertising  and  Promotion  budget  for  the  current  Fiscal  Year  1997  is 
$188.6  million. 

9.  QUESTION.  Is  there  data  that  shows  the  expenditures  on  advertising  and 
marketing  is  making  difference  on  your  revenues  or  just  improving  the  image 
of  the  Postal  Service? 


ANSWER.  Data  from  the  Revenue  Piece  Weight  (RPW)  reporting  system  indicates 
that  during  the  traditionally  lowest  growth  shipping  season  (Accounting  Periods  9 
thru  13),  Prionty  Mail  revenue  growth  was  recorded  at  an  average  of  1 1 .4%  above 
the  same  period  last  year  (SPLY)  with  annual  revenue  reaching  an  estimated  $3.3 
billion  or  an  average  annual  increase  of  9%  over  the  same  period  last  year.  Volume 
of  Priority  Mail  grew  at  an  average  rate  of  13%  above  the  same  penod  last  year 
reaching  an  estimated  annual  growth  of  8  3%  for  the  year.  Increased  awareness, 
which  ultimately  leads  to  increased  trial  use,  was  measured  at  a  7%  increase  over 
the  prior  year  for  Priority  Mail  as  a  result  of  the  increased  advertising.  Average 
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growth  in  revenue  and  volume  continued  to  rise  in  the  most  recent  accounting 
periods  following  the  August  and  September  ad  campaigns 

10.  QUESTION.  Why  is  it  appropriate  for  the  Postal  Service,  a  governmental 
entity,  to  directly  compete  with  private  sector  companies  in  the  market? 

ANSWER  The  Postal  Service  is  a  quasi-governmental  entity,  who's  charter  is  to 
break  even  on  the  services  it  provides  and  to  continue  to  provide  customers  with 
good  value  If  the  Postal  Service  does  not  remain  competitive,  the  higher  value 
business  will  be  siphoned  off  by  more  competitive  private  earners  seeking  the  higher 
margin  business  Thus  the  Postal  Service  could  be  left  as  the  high  cost  carrier  of 
last  resort  for  continuation  of  universal  mail  service  at  higher  rates 

A  good  example  of  the  benefits  of  Postal  Service  competitiveness  has  been  recently 
demonstrated  in  the  2nd/3rd  day  shipping  segment.  It  was  only  after  the  Postal 
Service's  recent  $3  Priority  Mail  advertising  campaign  that  Federal  Express  decided 
to  reduce  their  product  cost  to  the  consumer  35%    It  would  be  fair  to  say  that  about 
twenty  percent  of  the  industry  (FedEx's  share  of  the  segment)  has  benefited  from 
Postal  Service  competition  in  this  category,  not  to  mention  the  consumers  and 
businesses  that  have  learned  about  the  good  value  Pnority  Mail  offers 

In  addition  to  enhancing  competition  in  the  marketplace,  the  contribution  from  competitive 
products  helps  to  cover  fixed  overhead  costs  which  lowers  the  rates  for  all  mailers. 
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